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DEPARTMENT.OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  the  Secretary 

24  CFR  Parts  200  and  206 

[Docket  No.  R-88-1415:  FR-2481] 

Home  Equity  Conversion  Mortgage 
insurance  Demonstration 

agency:  Office  of  the  Secretary,  HUD. 
ACTION:  Proposed  rule. 

summary:  This  proposed  rule  woidd  add 
a  new  Part  206  to  Title  24,  Chapter  11  of 
the  Code  of  Federal  Regulations.  The 
proposed  rule  implements  section  417  of 
the  Housing  and  Community 
Development  Act  of  1987  (Pub.  L  100- 
242)  which  added  a  new  section  255  to 
the  National  Housing  Act  (Act).  Section 
255  authorizes  the  Secreteuy  to  carry  out 
a  demonstration  program  for  insuring 
mortgages  on  the  homes  of  elderly 
homeowners,  enabling  the  homeowners 
to  convert  the  equity  in  their  homes  into 
cash.  A  total  of  2,500  mortgages  may  be 
insured  imder  this  demonstration  up  to 
September  30, 1991. 

DATE:  Comment  due  date:  December  27, 
1988. 

ADDRESS:  Interested  persons  are  invited 
to  submit  comments  regarding  this 
proposed  rule  to  the  Office  of  General 
Counsel,  Rules  Docket  Clerk,  Room 
10278,  Department  of  Housing  and 
Urban  Development,  451  Seventh  Street, 
SW.,  Washington,  DC  20410.  Comments 
should  refer  to  the  above  docket  number 
and  date  of  publication.  A  copy  of  each 
comment  will  be  available  for  public 
inspection  during  regular  business  hours 
at  ^e  above  address. 

The  information  collection 
requirements  contained  in  this  rule  have 
been  submitted  to  OMB  for  review 
under  section  3504(h)  of  the  Paperwork 
Reduction  Act  of  1980.  The  public  is 
invited  to  send  comments  on  these 
requirements  to  the  Office  of 
Information  and  Regulatory  Affairs  of 
OMB,  Attention:  Desk  Officer  for  the 
Department  of  Housing  and  Urban 
Development. 

FOR  FURTHER  INFORMATION  CONTACT: 

ludity  V.  May,  Office  of  Economic 
Affairs,  (202)  755-5426,  Room  8218, 
Department  of  Housing  and  Urban 
Development,  451  Seventh  Street,  SW., 
Washington,  DC  20410.  (This  is  not  a 
toll-free  number.) 

SUPPLEMENTARY  INFORMATION:  The 

information  collection  requirements 
contained  in  this  rule  have  been 
submitted  to  the  Office  of  Management 
and  Budget  (OMB)  for  review  under  the 
Paperwori:  Reduction  Act  of  1980.  No 


person  may  be  subjected  to  a  penalty  for 
failure  to  comply  with  these  information 
collection  req^rements  until  they  have 
been  approved  and  assigned  an  OMB 
control  number.  The  OMB  control 
number,  when  assigned,  will  be 
announced  by  separate  notice  in  the 
Federal  Register.  Public  reporting 
burden  for  the  collection  of  information 
requirements  contained  in  this  rule  are 
estimated  to  include  the  time  for 
reviewing  the  instructions,  searching 
existing  data  sources,  gathering  and 
maintaining  the  data  needed,  and 
completing  and  reviewing  the  collection 
of  information.  Information  on  the 
estimated  public  reporting  burden  is 
provided  under  the  Preamble  heading, 
Other  Matters.  Send  comments 
regarding  this  burden  estimate  or  any 
ofter  aspect  of  this  collection  of 
information,  including  suggestions  for 
reducing  this  burden,  to  the  Department 
of  Housing  and  Urban  Development, 
Rules  Docket  Clerk,  451  Seventh  Street, 
SW.,  Room  10276,  Washington,  DC 
20410;  and  to  the  Office  of  Information 
and  Regulatory  Affairs,  Office  of 
Management  and  Budget,  Washington, 
DC  20503. 

1.  Purpose 

Section  255  of  the  Act  authorizes  the 
Secretary  to  insure  mortgages  to  assist 
elderly  homeowners  in  converting  the 
equity  in  their  homes  into  cash.  The 
demonstration  is  to  be  designed  to  meet 
the  special  needs  of  elderly  homeowners 
by  reducing  the  economic  hardship  of 
meeting  health,  housing  and  subsistence 
costs  at  a  time  of  reduced  income, 
through  the  insurance  of  home  equity 
conversion  mortgages  to  permit  the 
conversion  of  a  portion  of  accumulated 
equity  into  cash.  The  demonstration 
should  also  encourage  and  increase  the 
involvement  of  mortgagees  and  other 
participants  in  the  mortgage  markets  in 
the  making  and  servicing  of  home  equity 
conversion  mortgages  for  elderly 
homeowners.  The  demonstration  should 
produce  data  on  the  types  of  mortgages 
which  best  serve  the  interests  of  elderly 
homeowners,  mortgagees  and  the 
Federal  Government.  With  this  data, 
determinations  can  be  made  on  the 
appropriate  scope  and  nature  of  HUD 
insurance  in  facilitating  the  use  of  equity 
conversion  mortgages  by  the  elderly. 

The  demonstration  has  been  designed 
for  homeowners  62  years  of  age  or  older 
who  own  their  homes  with  little  or  no 
outstanding  mortgage  debt.  It  is 
anticipated  that  the  homeowners  who 
will  participate  in  this  demonstration 
will  have  substantial  equity  in  their 
homes,  but  may  have  few  other  sources 
of  income. 


2.  General  Overview 

Unlike  traditional  residential 
mortgages,  loan  proceeds  in  a  home 
equity  conversion  mortgage  are  not  paid 
to  the  mortgagor  in  one  lump  sum  but 
are  paid  over  an  extended  period,  and 
the  mortgagor  repays  the  loan  in  one 
payment  rather  Aan  through  periodic 
payments.  The  home  equity  conversion 
mortgages  to  be  insured  under  this 
demonstration  also  differ  from 
traditional  mortgages  and  some  other 
types  of  home  equity  conversion 
mortgages  in  that  they  have  neither  a 
fixed  maturity  date  nor  a  fixed  mortgage 
amount.  The  Department  proposes  to 
insure  several  basic  kinds  of  mortgages: 
(1)  Tenure,  (2)  term,  and  (3)  line  of 
credit.  These  mortgages  may  bear 
interest  at  either  a  fixed  or  an 
adjustable  rate.  The  Department  also 
proposes  to  insure  fixed  rate  tenure 
mortgages  that  provide  for  shared 
appreciation  between  the  mortgagor  and 
the  mortgagee. 

Tenure  mortgages  (§§  206.19(a)  and 
206.21(a))  provide  for  monthly  payments 
fix)m  the  mortgagee  to  the  mortgagor  for 
as  long  as  either  the  mortgagor  occupies 
the  home  as  a  principal  residence,  or 
another  event  occurs  that  causes  the 
mortgage  to  come  due.  Term  mortgages 
(§§  206.19(b)  and  2(B.21(b))  provide  for 
monthly  payments  from  the  mortgagee 
to  the  mortgagor  for  fixed  periods 
agreed  upon  between  the  mortgagee  and 
the  mortgagor.  When  the  period  expires, 
the  monthly  payments  cease,  but  the 
mortgage  does  not  become  due  and 
payable  until  the  mortgagor  no  longer 
occupies  the  home  as  a  principal 
residence,  or  another  event  occurs  that 
causes  the  mortgage  to  come  due.  Under 
a  line  of  credit  mortgage  (§  206.23),  the 
mortgagor  informs  the  mortgagee  when 
a  disbursement  is  desired,  at  times  and 
in  amounts  of  the  mortgagor’s  choosing. 
When  the  line  of  credit  is  exhausted,  the 
mortgage  does  not  become  due  and 
payable  until  the  mortgagor  no  longer 
occupies  the  home  as  a  principal 
residence,  or  another  event  occurs  that 
causes  the  mortgage  to  come  due. 

Section  255(j)  of  the  Act  provides  that 
the  Secretary  may  not  insure  a  mortgage 
unless  the  mortgage  documents  contain 
provisions  to  prevent  the  elderly 
homeowner  from  being  displaced  from 
the  home.  The  mortgagor  could  not  be 
forced  to  sell  the  home  to  pay  the 
mortgage  as  long  as  the  mortgagor 
continued  to  occupy  the  home  as  a 
principal  residence,  subject  to  narrow 
exceptions  requiring  HUD  consent,  even 
though  the  mortgage  principal  balance, 
including  accrued  interest  and  mortgage 
insurance  premiums  (MIP),  grows  to 
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exceed  the  value  of  the  property.  The 
proposed  rule  at  §  206.27(c]  covers  this 
point. 

When  the  mortgage  does  come  due, 
the  mortgagee's  recovery  will  be  limited 
to  the  value  of  the  home,  as  required  by 
section  255(d)(7)  of  the  Act.  There  will 
be  no  deficiency  judgment  taken  against 
the  mortgagor  or  the  estate.  The 
proposed  rule  at  §  206.27(c)  also  covers 
this  point. 

If  the  mortgagee  is  unable  to  satisfy 
the  mortgage  debt  from  the  net  proceeds 
from  the  sale  of  the  property,  the 
mortgagee  hies  a  claim  for  the 
difference.  The  maximum  claim  amount 
which  the  mortgagee  may  obtain  is 
limited  by  section  255(g)  of  the  Act.  The 
limit  is  the  maximum  dollar  amount  for 
a  mortgage  on  a  one-family  residence 
that  the  Secretary  is  authorized  to  insure 
in  a  geographical  area  under  section 
203(b)(2)  of  the  Act.  At  the  present  time, 
this  amount  ranges  between  $67,500  and 
$101,250  (and  can  be  increased  by  50% 
under  section  214  of  the  Act  for 
properties  located  in  Guam,  Hawaii  and 
Alaska).  This  limit  on  claims  is  defined 
in  §  206.3  as  the  “maximum  FHA  claim 
amount.” 

3.  Mortgage  Insurance  Premium 

The  mortgagor  will  pay  a  mortgage 
insurance  premium  (MIP)  to  reduce  the 
risk  of  loss  in  the  event  that  the 
mortgage  principal  balance,  including 
accrued  interest  and  MIP,  exceeds  the 
value  of  the  property  at  the  time  that  the 
mortgage  is  due  and  payable.  The 
mortgagee  will  collect  the  MIP  from  the 
mortgagor  by  adding  it  to  the  mortgage 
principal.  The  same  MIP  will  be  charged 
for  all  of  the  types  of  mortgages 
included  in  this  demonstration.  It  will 
consist  of  an  initial  premium  of  two 
percent  of  the  lesser  of  the  appraised 
value  of  the  property  or  the  maximum 
FHA  claim  amount  and  an  annual 
premium  of  one-half  of  one  percent  on 
the  outstanding  mortgage  principal 
balance,  including  accrued  interest  and 
previous  MIP.  See  §  206.105. 

HUD  has  fixed  the  MIP  so  that,  for 
every  mortgage,  the  present  value  of  the 
expected  MIP  equals  the  present  value 
of  the  expected  losses  taking  into 
account  the  life  expectancy  of  the 
borrower  and  the  possibilities  for 
property  appreciation  or  depreciation. 

By  fixing  the  MIP,  HUD  has  fixed  the 
amount  of  risk  that  it  estimates  will  be 
borne  by  HUD  and  private  lenders.  A 
technical  explanation  of  the  MIP  and  the 
model  used  to  determine  payments  to 
mortgagors  is  provided  in  a  technical 
explanation  later  in  this  preamble. 

The  MIP  is  estimated  to  cover  all 
losses,  whether  these  losses  are  borne 
by  HUD  or  by  private  lenders. 


Consequently,  at  the  time  that  a 
mortgage  is  closed,  a  mortgagee  will 
have  the  opportunity  to  choose  one  of 
two  options:  (1)  The  assignment  option, 
or  (2)  the  coinsurance  option.  See 
§  206.107.  Under  the  assignment  option, 
all  of  the  MIP  collected  by  the 
mortgagee  from  the  mortgagor  is  paid  to 
HUD,  and  the  mortgagee  has  the  option 
of  assigning  a  mortgage  to  HUD  at  the 
time  that  the  mortgage  principal 
balance,  including  accrued  interest  and 
MIP,  equals  the  maximiun  FHA  claim 
amount.  The  Act  authorizes  the 
assignment  option,  which  ensures  that 
mortgagees  do  not  have  to  hold 
mortgages  indefinitely  without  knowing 
the  maximum  term  and  amoimt  and  do 
not  bear  any  risk  of  a  loss  in  excess  of 
the  FHA  claim  payment.  The 
coinsurance  option  provides  an 
incentive  to  a  mortgagee  to  forego 
assignment  and  bear  the  risk  of  a  loss  in 
excess  of  the  FHA  claim  payment. 

Under  the  coinsiu'ance  option,  the 
mortgagee  foregoes  the  right  to  assign  a 
mortgage  to  HUD,  and  it  retains  a 
portion  of  the  periodic  MIP  to 
compensate  for  the  share  of  risk  borne. 
HUD  will  pay  the  mortgagee  the 
difference  between  the  mortgage 
principal  amoxmt,  including  accrued 
interest,  MIP  and  certain  adjustments, 
and  the  seiles  proceeds  at  the  time  that 
the  mortgage  is  due  and  payable  up  to 
the  maximum  FHA  claim  amount.  A 
mortgagee  who  elected  the  assignment 
option  but  decided  not  to  exercise  it 
could  similarly  file  a  claim  at  the  time 
that  a  mortgage  is  due  and  payable. 
Mortgagees  who  forego  assigmnent  and 
mortgagees  who  elect  the  coinsurance 
option  will  bear  the  portion  of  the  losses 
that  exceed  the  maximum  FHA  claim 
amount. 

4.  Payments  to  Mortgagors 

Payments  to  mortgagors  will  be 
determined  using  factors  or  a  computer 
model  provided  by  the  Secretary.  See 
§  206.29.  Generally,  monthly  payments 
under  tenure  mortgages  will  be  lower 
than  those  under  term  mortgages,  and 
the  aggregate  monthly  payments 
available  under  a  term  mortgage  are 
comparable  to  the  aggregate  amount  of 
payments  available  under  a  line  of 
credit  mortgage.  Monthly  payments 
under  a  shared  appreciation  tenure 
mortgage  are  expected  to  be  higher  than 
under  a  tenure  mortgage  without  shared 
appreciation.  After  consultation  with  a 
housing  counselor  and  a  mortgagee, 
elderly  homeowners  can  select  the 
mortgage  best  suited  to  their  needs. 

Payments  to  mortgagors  who  choose  a 
tenure  mortgage  will  be  based  upon  the 
age  of  the  youngest  mortgagor,  the 
expected  average  mortgage  interest  rate. 


and  the  lesser  of  the  appraised  value  of 
the  property  or  the  maximum  FHA  claim 
amoimt.  The  expected  average  mortgage 
interest  rate  is  ^e  fixed  rate  for  a  fixed 
rate  mortgage  and  is  the  15-year  fixed 
rate  for  adjustable  rate  mortgages.  The 
15-year  fixed  rate  is  used  because  it  is 
the  market’s  best  estimate  of  interest 
rates  for  a  mortgage  with  this  term, 
which  is  comparable  to  the  likely  term 
for  a  typical  mortgage  under  this 
program.  The  expected  average 
mortgage  interest  rate  is  used  only  for 
determining  payments  for  tenure 
mortgages  or  the  principal  limit  for  term 
and  line  of  credit  mortgages.  Actual 
interest  accrues  on  the  mortgage 
principal  balance  at  the  fixed  or 
adjustable  rate  agreed  upon  between  the 
mortgagee  and  mortgagor. 

A  principal  limit  is  used  to  determine 
payments  to  mortgagors  who  choose 
term  or  line  of  credit  mortgages.  It  is 
based  on  the  age  of  the  youngest 
mortgagor,  the  expected  average 
mortgage  interest  rate,  and  the  lesser  of 
the  appraised  value  of  the  property  or 
the  maximum  FHA  claim  amount. 
Theoretically,  the  principal  limit  at 
origination  is  the  maximum  amount  that 
a  mortgagor  could  draw  upfiont  under  a 
line  of  credit  if  the  mortgagor  were  to 
make  no  other  draws,  allowing  for 
subsequent  accrual  of  interest  and  MIP 
and  the  constraint  that  the  present  value 
of  the  expected  mortgage  insurance 
premium  must  equal  the  present  value  of 
the  expected  losses.  Practically,  the 
principal  limit  is  the  future  value  used 
by  the  mortgagor  and  mortgagee  in 
selecting  a  fixed  term  for  a  term 
mortgage,  and,  when  reduced  by  the 
outstanding  mortgage  principal  balance, 
is  the  limit  on  the  remaining  draws  that 
can  be  made  under  a  line  of  credit 
mortgage. 

5.  Shared  Appreciation  Tenure 
Mortgages 

To  increase  the  payments  available  to 
mortgagors  who  choose  a  tenure 
mortgage,  HUD  will  coinsure  fixed  rate 
shared  appreciation  tenure  mortgages. 
See  §§  206.19(c)  and  206.107(b). 
Mortgagees  who  offer  shared 
appreciation  tenure  mortgages  must  also 
offer  both  fixed  rate  and  adjustable  rate 
tenure  mortgages  without  shared 
appreciation.  A  mortgagee  will  be 
required  to  disclose  to  a  mortgagor  the 
mortgage  interest  rate  and  the  monthly 
payments  available  to  the  mortgagor 
under  all  three  options. 

Monthly  payments  to  the  mortgagor 
under  a  tenure  mortgage  with  shared 
appreciation  will  be  determined  in  the 
same  manner  as  payments  under  a 
tenure  mortgage  without  shared 
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appreciation.  As  described  above, 
monthly  payments  will  be  based  on  the 
age  of  ^e  youngest  mortgagor,  the  lesser 
of  the  appraised  value  of  the  propm^  or 
the  maximum  FHA  claim  amoimt,  and 
the  mortgage  interest  rate.  By  offering  a 
lower  mortgage  interest  rate  for  tenure 
mortgages  with  shared  appreciation,  the 
mortgagee  will  be  able  to  offer  the 
mortgagor  higher  monthly  payments  in 
return  for  a  share  of  the  net  appreciated 
value  of  the  property  at  the  time  that  the 
mortgage  is  due  and  payable,  subject  to 
an  effective  interest  rate  cap. 

The  percentage  of  net  appreciated 
value  to  be  paid  to  the  mortgagee, 
known  as  the  appreciation  margin, 
cannot  exceed  25  percent.  If  the 
mortgage  principal  balance  at  the  time 
of  sale  is  less  than  the  appraised  value 
of  the  property  at  the  time  of  origination, 
the  mortgagee's  share  of  net  appreciated 
value  is  calculated  by  subtracting  the 
appraised  value  at  origination  ffom  the 
adjusted  sales  proceeds  (i.e.,  sales 
proceeds  less  sales  costs  and  capital 
improvements  costs  incurred  by  the 
mortgagor,  but  excluding  liens  other 
than  the  insured  mortgage]  and 
multiplying  by  the  appreciation  margin. 

If  the  mortgage  principal  balance  is 
greater  than  the  appraised  value  at 
origination  but  less  than  the  adjusted 
sales  proceeds,  the  mortgagee’s  share  of 
net  appreciated  value  is  calculated  by 
subtracting  the  mortgage  principal 
balance  from  the  adjusted  sales 
proceeds  and  multiplying  by  the 
appreciation  margin.  If  the  mortgage 
principal  balance  is  greater  than  the 
adjusted  sales  proceeds,  net  appreciated 
value  is  zero. 

The  limits  on  the  mortgagee’s  share  of 
net  appreciated  value  and  the  effective 
interest  rate  combine  so  that  the 
mortgagee  will  receive  a  full  25  percent 
of  appreciation  for  properties  that 
appreciate  at  an  annual  rate  of 
approximately  three  percent  and  will 
receive  nearly  the  same  dollar  sunoimt 
for  properties  that  appreciate  at  a  faster 
rate,  but  the  mortgagee’s  risk  of  loss  will 
decline  as  the  rate  of  appreciation 
increases.  The  cap  on  &e  effective 
interest  rate  prevents  windfall  gains  to 
mortgagees  from  rapid  appreciation. 

Shared  appreciation  tenure  mortgages 
can  only  be  insured  under  the 
coinsurance  option.  Mortgagees  will 
receive  a  coinsurance  premium  and 
protection  from  losses  up  to  the 
maximum  FHA  claim.  Mortgagees  may 
not  file  claims  for  loss  of  anticipated 
shared  appreciation. 

Effective  interest  rate  means  the 
mortgagee’s  share  of  net  appreciated 
value  plus  interest  accrued  within  the 
last  12  months  of  the  mortgage  divided 
by  the  sum  of  the  payments  made  within 


those  12  months  and  the  mortgage 
principal  balance  at  the  beginning  of  the 
12-month  period.  The  effective  interest 
rate  cannot  exceed  20  percent. 

6.  Other  Mortgage  Origination  Items 

A.  Issuing  Reservations  of  Insurance 
Authority 

A  mortgagee  must  be  a  HUD 
approved  mortgagee  in  order  to 
participate  in  this  program.  HUD 
proposes  to  issue  reservations  of 
insurance  authority  to  mortgagees  who 
wish  to  originate  mortgages  under  this 
demonstration.  See  §  206.11.  A 
mortgagee  may  apply  for  a  minimum  of 
ten  and  a  maximum  of  fifty  reservations 
at  one  time.  A  mortgagee  may  receive 
fewer  reservations  than  requested,  at 
HUD’s  discretion.  If  the  reservations  are 
not  used  within  six  months,  they  expire 
and  can  be  reissued  to  other  applicant 
mortgagees.  Reservations  may  be 
extended  for  an  additional  three  month 
period  of  time  if  the  mortgagee  has  an 
application  pending  and  requests  the 
extension.  A  mortgagee  may  apply  for 
additional  reservations  after  an  issued 
reservation  is  used  or  expires.  A 
mortgagee  which  intends  to  only 
purchase  and  hold  mortgages  insured 
under  this  part  does  not  need  to  apply 
for  reservations  of  insurance  authority, 
but  can  participate  as  a  holding 
mortgagee  if  it  meets  the  existing  HUD 
requirements  as  a  HUD  approved 
mortgagee. 

HUD  proposes  to  allow  all  types  of 
HUD  approved  mortgagees  to 
participate  in  the  demonstration.  Loem 
correspondents  which  do  not  hold 
insured  mortgages  will  have  to 
demonstrate,  as  part  of  their  application 
for  reservations  of  insurance  authority, 
that  they  will  be  able  to  sell  each 
mortgage  that  they  originate  to  their 
sponsors.  See  §  206.11(e). 

During  the  first  six  months  of  the 
demonstration,  reservations  will  be 
allocated  among  the  ten  HUD  Regions  in 
proportion  to  each  region’s  share  of  the 
Nation’s  elderly  homeowners.  After  this 
six-month  period,  reservations  will  be 
available  on  a  first  come,  first  served 
basis.  A  mortgagee  may  receive  fewer 
reservations  than  requested,  at  HUD’s 
discretion.  If  the  reservations  are  not 
used  within  six  months,  they  expire  and 
will  be  reallocated  to  other  applicants. 

HUD  will  publish  a  notice  prior  to 
publication  of  a  final  rule  for  this 
demonstration  informing  mortgagees 
how,  when,  and  where  to  apply  for 
reservations  of  insurance  contract 
authority.  The  reservations  will  be 
available  once  the  final  rule  is 
published.  These  early  applications  for 
reservations  will  assist  HUD  in 


establishing  priorities  among 
geographical  areas  for  the  training  of 
housing  counselors. 

B.  Counseling 

Section  255(d)(2)(B)  of  the  Act 
requires  mortgagors  to  receive 
“adequate  counseling  by  a  third  party 
(other  than  the  lender)’’  as  detailed  in 
section  255(f).  Section  206.41  of  the 
proposed  regulations  explains  the 
statutory  requirements  and  lists  items  to 
be  included  in  counseling. 

HUD  currently  certifies  housing 
counseling  organizations  to  provide 
comprehensive  counseling  services,  with 
an  emphasis  upon  mortgage  default  and 
rent  delinquency  coimseling.  Currently, 
approximately  475  public  and  nonprofit 
entities  are  certified.  These 
organizations  are  also  authorized  to 
provide  home  equity  conversion 
counseling,  but  very  little  home  equity 
counseling  has  been  done  to  date. 

HUD  proposes  to  use  the  HUD 
housing  counseling  network  as  the  basis 
for  the  counseling  services  which  are 
required  to  be  provided  under  this 
demonstration.  It  will  also  certify 
additonal  organizations  that  specialize 
in  home  equity  conversion  mortgage 
coimseling.  One  or  two  staffers  from 
each  new  and  existing  counseling 
organization  will  receive  training  in 
home  equity  conversion  counseling. 
Priority  will  be  assigned  to  training 
counselors  in  those  areas  where 
mortagees  intending  to  originate 
mortgages  under  this  demonstration  are 
located.  As  noted  above,  applications 
for  reservations  of  insurance  contract 
authority  will  be  used  in  setting  training 
priorities. 

HUD  proposes  to  work  with 
Administration  on  Aging  (AoA),  a  part 
of  the  Department  of  Health  and  Human 
Services,  in  involving  State  units  on 
aging  in  identifying  existing  home  equity 
conversion  counseling  organizations  for 
certification  by  HUD,  and  in  identifying 
State  social  services  and  alternative 
home  equity  conversion  mechanisms 
which  may  obviate  a  mortgagor’s  need 
for  an  FHA-insured  home  equity 
conversion  mortgage.  Existing  and  new 
housing  counseling  organizations  will  be 
instructed  to  develop  a  working 
relationship  with  Area  Agencies  on 
Aging  for  assistance  in  identifying 
services  for  the  elderly. 

C.  Mortgage  Instruments 

HUD  has  proposed  a  new  approach  to 
mortgage  instruments  for  its  single 
family  mortgage  insurance  programs 
under  which  HUD  would  cease  its 
practice  of  developing  approved 
mortgage  forms,  53  FR  25434  (July  6, 
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1988],  requiring  instead  that  mortgagees 
incorporate  HUD-drafted  uniform 
covenants  into  forms  developed  by 
mortgagees.  HUD  proposes  to  adopt  this 
approach  for  this  demonstration.  A 
special  set  of  uniform  covenants  will  be 
prescribed.  The  Department  also 
proposes  to  require  a  Loan  Agreement 
which  will  contain  details  about 
disbursement  of  loan  proceeds.  The 
Department  requests  information 
regarding  any  State  laws  that  impose 
requirements  on  note  and  mortgage 
documentation  for  home  equity 
conversion  mortgages,  shared 
appreciation  mortgages,  and  home 
equity  line  of  credit  mortgages  which  go 
beyond  the  requirements  applicable  to 
traditional  residential  notes  and 
mortgages. 

D.  Building  Standards,  Repair,  Lead- 
Based  Paint  Poisoning  Prevention 

In  the  Department's  single  family 
mortgage  insurance  programs,  the 
property  to  be  mortgaged  is  appraised  to 
ensure  that  it  will  serve  as  adequate 
security  for  the  mortgage.  This  aspect  of 
mortgage  insurace  underwriting  is 
especially  important  under  the 
demonstration,  as  the  principal  and 
interest  owed  under  the  mortgage  will 
increase,  not  decrease.  Thus,  it  is 
imperative  that  eligible  properties  meet 
the  property  standards  of  the  Secretary, 
see  §  206.47.  The  Department  proposes 
that  mortgagees  use  existing  HUD 
handbooks  pertaining  to  building 
standards  (HUD  Handbook  4905.1]  and 
appraisals  (HUD  Handbook  4154.1  and 
4150.1].  Properties  that  do  not  meet  the 
property  standards  must  be  repaired  in 
order  to  be  eligible  under  this 
demonstration.  The  mortgage  loan  may 
be  closed  prior  to  the  initiation  of  the 
repairs  if  the  mortgagor  and  mortgagee 
enter  into  a  repair  loan  agreement 
ensuring  that  repair  funds  included  in 
the  initial  mortgage  payment  are 
properly  used.  The  mortgagee  will  be 
responsible  for  supervising  the  repair 
work  in  order  to  ensure  that  the  work  is 
properly  completed. 

The  Department  recently  published  a 
Anal  rule  at  53  FR  20790  (June  6, 1988] 
implementing  the  amendments  to  the 
Lead-Based  Paint  Poisoning  Prevention 
Act  (LPPPA]  which  were  contained  in 
section  566  of  the  Housing  and 
Community  Development  Act  of  1987 
(1987  Act].  As  this  final  rule  is  written,  a 
property  constructed  prior  to  1987  would 
have  to  meet  LPPPA  requirements  prior 
to  the  endorsement  of  a  mortgage  for 
insurance.  The  provisions  of  the  LPPPA 
rule,  which  is  aimed  at  preventing  lead 
poisoning  in  children,  would  prevent  an 
elderly  person  for  whom  this 
demonstration  is  designed,  but  who 


does  not  have  the  funds  available  to 
abate  the  defective  paint  conditions, 
from  obtaining  an  insured  home  equity 
conversion  mortgage. 

Section  566(e]  of  the  1987  Act  contains 
exceptions  to  the  amendments  to  the 
LPPPA.  One  of  the  exceptions  provides 
that  section  566  is  not  to  be  applicable 
to  “housing  for  the  elderly  or 
handicapped,  except  for  any  dwelling  in 
such  housing  in  which  any  child  who  is 
less  than  seven  years  of  age  resides  or  is 
expected  to  reside."  Mortgagors  under 
the  home  equity  conversion  mortgage 
insurance  demonstration  are  required  by 
section  255  to  be  62  years  of  age  or 
older,  and  thus,  this  exception  in  the 
amendments  to  the  LPPPA  should 
usually  be  applicable.  However,  the 
Department  recognizes  that  exceptions 
may  occur,  for  example,  where 
grandchildren  reside  with  grandparents 

In  order  to  avoid  the  application  of  the 
LPPPA  regulations  to  properties  which 
are  occupied  only  by  elderly  persons, 
HUD  proposes  at  §  206.45(d]  to  exempt 
from  the  LPPPA  regulations  cases  where 
the  mortgagor  certiAes  that  no  child  who 
is  less  than  seven  years  of  age  resides  or 
is  expected  to  reside  in  the  dwelling. 
Thus,  even  if  the  property  has  a 
defective  paint  surface,  treatment  under 
the  LPPPA  regulations  would  not  be 
required  as  the  exception  in  section 
566(e]  of  the  LPPPA  would  apply. 
However,  in  the  absence  of  a 
certiAcation,  treatment  of  a  defective 
paint  surface  would  be  required  for  a 
pre-1978  property.  HUD  proposes  to 
amend  §  200.810  of  the  IJPPPA 
regulaAons  to  provide  that  the 
abatement  could  be  performed  after  the 
mortgage  is  endorsed  for  insurance.  The 
repairs  would  be  made  in  accordance 
with  the  proposed  repair  work 
provisions  contained  in  §  206.47. 

E.  Loan  Origination  Fee 

In  §  206.31(a],  the  Department 
proposes  to  allow  the  mortgagee  to 
charge  a  loan  origination  fee,  but  the 
Department  would  reserve  the  authority 
to  establish  limitations  on  the  amount  of 
such  charge  which  could  be  Ananced  as 
part  of  the  mortgage.  This  approach  to 
loan  origination  was  proposed  for  most 
current  single  family  programs  at  53  FR 
15408  (April  29, 1988].  The  preamble  to 
that  rule  indicated  that  the  Department 
expected  to  limit  the  amount  of  the 
charge  which  could  be  Ananced  to  1%  of 
the  original  principal  balance,  or  2V&%  of 
the  portion  of  a  mortgage  attributable  to 
repair  or  rehabilitation  plus  1%  on  the 
rest  of  the  original  balance.  HUD  would 
consider  establishing  similar  limits  on 
the  amount  of  the  fee  which  could  be 
Ananced  for  this  program:  although  the 
1%  would  be  based  on  the  lesser  of  the 


appraised  value  of  the  property  or  the 
maximum  FHA  claim  amount. 

Because  of  the  nature  of  the  mortgage, 
it  is  proposed  that  discount  points  may 
not  be  charged.  Discount  points  are 
charged  to  adjust  the  coupon  rate  on  a 
lump  sum.  Axed  term  payment  to  the 
current  market  rate  of  interest.  They  are 
calculated  as  a  percentage  of  the  lump 
sum  payment  to  the  mortgagor.  Under  a 
home  equity  conversion  mortgage,  there 
is  no  comparable  lump  sum  payment, 
and,  in  fact,  neither  the  mortgage 
principal  amount  nor  the  term  of  the 
mortgage  is  knovvm  in  advance. 
Consequently,  there  is  no  basis  for 
calculating  an  upfront  lump  sum 
adjustment  to  the  mortgage  interest  rate. 
Mortgagees  can  accomplish  the 
objective  of  discount  points  by  setting 
the  mortgage  interest  rate  as  dose  in 
time  to  the  loan  closing  as  is  consistent 
with  the  requirements  of  disclosure. 

F.  Direct  Endorsement 

Because  most  mortgagees  are 
imfamiliar  with  home  equity  conversion 
mortgages,  HUD  does  not  intend  to 
permit  the  use  of  Direct  Endorsement 
imder  this  demonstration. 

G.  ARMS  Disclosure 

HUD  proposes  to  accept  compliance 
with  the  recently  published  disclosure 
requirements  of  the  Federal  Reserve 
Board  for  adjustable  rate  mortgages  as  a 
substitute  for  imposing  its  own 
disclosure  requirements  in  the  case  of 
term  and  tenure  mortgages.  We  are 
proposing  this  approach  on  the 
assumption  that  Ae  Board  will  regard 
term  and  tenure  mortgages  as  closed 
end  credit.  If  the  Board  does  not  adopt 
this  treatment,  HUD  will  prescribe 
disclosure  requirements  similar  to  those 
appearing  at  24  CFR  203.49(f].  HUD  may 
also  adopt  the  Federal  Reserve  Board 
requirements  for  line  of  credit  mortgages 
if  the  Board  issues  revised  requirements 
for  open  end  credit. 

7.  Mortgage  Insurance  Contract 

Section  255(g]  of  the  Act  places  a  cap 
on  the  amount  of  the  benefits  of 
insurance.  Under  the  statute,  a  claim  for 
the  insurance  benefits  may  not  exceed 
the  maximum  dollar  amount  established 
under  secAon  203(b](2]  of  the  Act  for  a 
one-family  residence.  However,  the 
statute  is  nearly  silent  as  to  the  manner 
in  which  insurance  claims  are  to  be 
paid.  Some  properties  securing 
mortgages  insured  under  this 
demonstration  may  have  an  appraised 
value  at  the  time  of  loan  origination  of 
less  than  the  section  203(b](2]  amount 
In  such  cases.  HUD  does  not  propose  to 
.  pay  a  claim  in  excess  of  the  appraised 
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value  of  the  property  at  the  time  of  loan 
origination.  The  proposed  rule  provides 
that  the  Department  will  pay  a  claim  in 
an  amount  up  to  the  lesser  of  the 
appraised  value  of  the  property  or  the 
maximum  FHA  claim  amount  at  the  time 
the  mortgage  loan  was  originated.  See 

§  206.12g(bh 

HUD  proposes  a  claims  procedure 
whereby  the  mortgagee  may  Hie  a  claim 
under  five  different  sets  of 
circumstances,  see  §  206.123(a).  When 
the  mortgagor  decides  to  sell  the 
property  or  no  longer  occupies  the 
property  as  a  principal  residence,  the 
property  is  sold  for  the  fair  market  value 
and  the  mortgagee  indebtedness  is  paid 
from  the  proceeds  of  the  sale,  with  any 
remainder  being  distributed  to  the 
mortgagor  or  his  or  her  estate.  If  the  fair 
market  value  of  the  property  exceeds 
the  indebtedness,  the  mortgagee  would 
not  file  a  claim  and  would  notify  HUD  to 
cancel  the  mortgage  insurance.  See 
§  206.133.  The  mortgagor  of  the  estate 
may  be  able  to  sell  the  property  only  for 
an  amount  which  will  not  pay  the 
outstanding  indebtedness  in  full.  In  such 
cases,  HUD  proposes  to  permit  the 
mortgagee  to  release  the  mortgage  of 
record  in  order  to  facilitate  the  sale  if  an 
appraisal  confirms  that  a  higher  sales 
price  is  not  feasible.  The  insured 
mortgage  could  only  be  released  where 
there  are  no  junior  liens  outstanding  on 
the  property.  The  mortgagee  will  receive 
the  proceeds  fi-om  the  sale,  and  will  file 
a  claim  for  the  difference  between  the 
indebtedness  and  the  sale  proceeds,  up 
to  the  maximum  claim  amoimt.  See 
§  206.125(c). 

If  the  mortgage  becomes  due  and 
payable  and  is  not  paid,  the  mortgagee 
may  initiate  a  foreclosure  action.  The 
mortgagee  may  delay  foreclosure  up  to 
three  months,  or  longer  with  HUD 
consent,  without  affecting  its  rights 
under  the  insurance  contract. 

Once  the  mortgagor  receives  notice 
that  the  mortgage  is  due  and  payable, 
the  property  is  appraised  to  determine 
its  value.  The  appraisal  is  necessary  in 
order  to  determine  the  minimum  amount 
the  mortgagor  or  the  estate  can  sell  the 
property  for,  or  the  amount  the 
mortgagee  must  bid  at  the  foreclosure 
sale,  the  mortgagor  or  the  estate  may 
give  the  mortgagee  a  deed-in-lieu  of 
foreclosure  in  consideration  for  the 
cancellation  of  the  mortgage  debt. 

If  the  mortgage  is  foreclosed  and  the 
mortgagee  is  the  successful  bidder,  or  if 
the  mortgagee  acquires  title  via  a  deed- 
in-lieu  of  foreclosure,  the  mortgagee 
does  not  convey  title  to  HUD  for  the 
payment  of  the  insurance  benefits. 
Instead,  the  mortgagee  sells  the  property 
(see  §  206.125(g))  and  files  its  claim  for 
the  differences,  if  any.  between  the 


indebtedness  and  the  proceeds  from  the 
sale.  See  §  206.129(d).  If  a  party  other 
than  the  mortgagee  acquires  title,  the 
mortgagee  applies  the  proceeds  fi'om  the 
foreclosure  sale  to  the  indebtedness  and 
files  a  claim  for  the  remainder.  See 
§  208.129(d). 

In  cases  where  the  mortgagee  fails  to 
make  the  required  payments  under  the 
mortgage,  which  HUD  expects  will  be 
rare,  the  mortagor  would  receive  the 
payments  from  HUD  (see  §  206.121),  and 
HUD  would  demand  reimbursement 
from  the  mortgagee.  If  reimbursement  is 
not  made,  the  mortgagee  could  receive 
insurance  benefits  equal  to  the 
payments  made  to  the  mortgagor  or  on 
the  mortgator’s  behalf  in  exchange  for 
assignment  of  the  mortgage.  The  interest 
which  had  accrued  under  the  mortgage 
would  not  be  inclined  in  the  claim  for 
the  insurance  benefits. 

8.  Miscellaneous  Items 
A.  Limitation  on  “value" 

Section  255(d)(3)  of  the  Act  requires 
an  insiu%d  mortgage  to  be  secured  by  a 
dwelling  with  a  “value  not  to  exceed  the 
maximum  dollar  amount  established  by 
the  Secretary  under  section  203(b)(2)  for 
a  one-family  residence.  Section  203(b)(2) 
limits  are  normally  applied  to  the 
mortgage  principal,  not  the  value  of  the 
dwelling.  Although  HUD  could 
implement  this  provision  by  excluding 
homes  with  values  of  over  $67,500 
($101,250  in  the  highest  cost  areas),  this 
result  would  not  match  program 
objectives,  which  are  to  aid  elderly 
homeowners  who  are  “house  rich,  but 
cash  poor.” 

HL^  proposes  to  limit  the  benefits 
available  from  an  insured  mortgage  by 
using  the  lesser  of  the  appraised  value 
of  the  property  or  the  maximum  FHA 
claim  amount  in  computing  monthly 
payments  for  tenure  mortgages  and  the 
principal  limit  for  term  and  line  of  credit 
mortgages.  This  approach  would  permit 
a  borrower  with  a  house  worth  more 
than  the  maximum  FHA  claim  amoimt  to 
participate  in  this  demonstration,  but 
would  limit  available  payment  amounts. 
Without  being  denied  the  benefits  of  this 
program,  the  borrower  would  be 
encouraged  to  seek  out  a  conventional 
home  equity  conversion  mortgage  with 
higher  payment  amounts. 

Because  this  approach  is  not 
supported  by  the  wording  of  section 
255(d)(3)  considered  in  isolation 
(althou^  it  leads  to  a  result  compatible 
with  section  255  considered  as  a  whole). 
HUD  consulted  informally  with 
Congressional  and  interest  group 
representatives  involved  in  development 
of  the  legislation  and  received 
indications  that  section  255(d)(3)  was 


not  intended  to  require  complete 
exclusion  of  all  homes  valued  over  the 
section  203(b)(2)  limits.  HUD  therefore 
has  supported  a  technical  amendment  to 
section  255(d)(3)  which  deletes  the 
reference  to  “value."  This  proposed  rule 
is  written  on  the  assumption  that  the 
technical  amendment  will  become  law 
before  a  final  rule  takes  effect. 

Ancillary  Contracts 

Section  255(i)(l)(A)  of  the  Act  requires 
payment  from  HUD  to  the  mortgagor 
under  “ancillary  contracts”  when  the 
party  responsible  for  payment  has 
defaulted.  Section  255(i)(l)(B)  makes  a 
general  reference  to  recovery  by  HUD 
from  “any  source.”  HUD  is  uncertain 
what  these  “ancillary  contracts”  from 
"any  source”  might  be  for,  or  with  whom 
the  mortgagor  might  contract  for 
payments.  The  statute  does  not  contain 
a  definition,  and  the  legislative  history  is 
silent  on  this  point.  For  this  initial 
demonstration  program,  due  to  its  small 
size,  HUD  has  chosen  not  to  implement 
the  portion  of  section  255  pertaining  to 
ancillary  contracts. 

C.  Handbooks,  Mortgagee  Letters, 
Notices 

HUD  will  expect  mortgagees  to  follow 
administrative  policies  generally 
applicable  to  its  single  family  mortgage 
insurance  programs  as  set  forth  in 
handbooks,  mortgagee  letters  and 
notices,  except  for  policies  clearly 
inapplicable  to  home  equity  conversion 
mortgages  or  as  otherwise  advised  by 
HUD. 

D.  Title  Insurance 

This  demonstration  will  differ  from 
other  HUD  single  family  programs  in 
that  title  evidence  will  be  required  to  be 
submitted  with  the  application  for 
mortgage  insurance  (§  206.45(a)).  Title 
evidence  in  the  form  of  title  insurance 
must  also  show  the  insured  mortgage 
and  the  Secretary’s  mortgage 
(§  206.27(e))  to  be  first  and  second  liens, 
respectively.  Because  the  mortgage 
principal  amount  continues  to  increase, 
unlike  a  regular  mortgage,  it  is 
imperative  that  there  be  certainty  if  the 
insured  mortgage  becomes  due  and 
payable  that  the  insured  mortgage  is  a 
first  lien. 

Because  home  equity  conversion 
mortgages  differ  from  other  mortgages, 
the  Department  specifically  requests 
comment  on  whether  mortgagee’s  title 
insurance  will  cover  home  equity 
conversion  mortgages  under  this 
demonstration,  and  if  so,  what  the 
maximum  amount  of  insurance,  if  any, 
will  be. 
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9.  Techical  Explanation  of  liie  Payment 
Model 

A.  Overview 

FHA  insurance  on  any  of  the  three 
types  of  home  equity  conversion 
mortgages  under  this  demonstration 
(tenure,  term,  or  line  of  credit)  provides 
protection  to  the  mortgagee  from 
collateral  loss.  Collateral  loss  is  the 
amount  by  which  the  outstanding  loan 
balance  on  the  mortgage,  including 
principal,  accrued  interest,  and 
mortgage  insurance  premimum,  may 
exceed  the  net  value  of  the  collateral  at 
the  time  the  mortgage  becomes  due  and 
payable.  Unlike  an  traditional  mortgage 
for  which  collateral  risk  is  greatest  in 
the  early  years  due  to  a  declining  loan 
balance  over  time,  the  home  equity 
conversion  mortgage  has  negligible 
collateral  risk  at  the  outset  when  the 
loan  balance  is  small.  Instead  the 
collateral  risk  of  a  home  equity 
conversion  mortgage  is  greatest  in  the 
out  years  because  the  loan  balance 
continues  to  grow  as  long  as  the 
mortgagor  occupies  the  property. 
Collateral  risk  is  reduced  somewhat  by 
the  expectation  of  property  appreciation 
over  the  years.  The  full  appreciated 
value  of  the  property  (less  selling 
expenses)  would  be  available  to  satisfy 
the  debt  when  the  loan  becomes  due 
and  payable.  However,  appreciation  will 
not  eliminate  the  risk  of  loss,  because  (1) 
future  appreciation  rates  are  uncertain, 
and  (2)  appreciation  can  be  less  than  the 
rate  of  accrual  of  the  loan  balance. 
Should  the  mortgagor  occupy  the 
property  for  many  years  beyond  his  or 
her  normal  life  expectancy  at  loan 
origination,  the  possibility  of  collateral 
loss  becomes  quite  high  on  that  loan. 

But  as  the  likelihood  of  a  mortgagor 
remaining  in  occupancy  declines 
steadily  with  advancing  age,  the 
exposure  to  the  high  collateral  risk 
declines  as  well.  The  payment  model  for 
FHA-insured  home  equity  conversion 
mortgages  provides  a  technique  for 
analyzing  this  risk  exposure,  taking  into 
account  uncertain  future  rates  of 
property  appreciation  and  declining  loan 
survivorship  probabilities. 

The  FHA  home  equity  conversion 
mortgage  payment  model  applies  a 
fundamental  relationship  between  the 
mortgage  insurance  premium  (MIP) 
collected  and  the  expectation  of  future 
collateral  losses  to  determine  the 
maximum  monthly  payment  amount  that 
can  be  insured  under  a  tenure  mortgage. 
The  same  fundamental  relationship  is 
used  to  determine  the  maximum 
principal  limit  that  can  be  insured  under 
term  and  line  of  credit  mortgages.  The 
fundamental  relationship  requires  that 
at  the  maximum  monthly  payment  or 


maximum  principal  limit,  the  present 
discounted  value  of  the  expected  MIP  be 
equal  to  the  present  discounted  value  of 
the  expected  collateral  losses.  The 
expected  MIP  in  this  case  refers  to  the 
total  MIP  paid  by  the  mortgagor.  The 
expected  losses  refer  to  total  losses  and 
not  to  claims  which  are  capped  in 
accordance  with  the  proposed  rule.  The 
discussion  of  coinsurance  below  will 
address  the  coinsurance  premium  and 
the  losses  in  excess  of  the  maximum 
FHA  claim  amoimt. 

B.  Expected  MIP 

The  scheduled  total  MIP  (HUD’s 
portion  plus  any  coinsurance  retained 
by  the  mortgagee)  under  the 
demonstration  is  two  points  up  front  on 
the  lesser  of  the  appraised  value  of  the 
property  or  the  maximum  FHA  claim 
amount  plus  50  basis  points  annually  on 
the  outstanding  loan  balance.  The  up 
front  portion  is  paid  at  loan  closing  and 
is  certain  to  be  collected.  The  50  basis 
point  annual  premiiun  is  paid  in  the 
future  and  will  be  collected  as 
scheduled  only  if  the  mortgage  has  not 
yet  been  terminated.  Let  1  s+t  be  the 
probability  that  a  mortgage  originated 
by  a  borrower  with  initial  age  x  is  still  in 
force  t  years  from  origination.  Then  the 
expected  premium  in  year  t  is  given  by 
E[MIPtl=l,+t  *  MIP,. 
where 

MIP,  is  the  scheduled  MIP  in  year  t, 
and  E[.]  is  the  expected  value  operator. 

Note  that  lx=l  because  all  loans  are 
in  force  at  origination,  and  lioo=0  by 
assumption.  (The  latter  assumes  that  all 
loans  will  be  terminated  by  the  time  the 
borrower  attains  age  100.)  The  values 
lx>t  are  probabilities  between  0  and  1. 
They  resemble  an  actuarial  life  table  for 
borrowers  between  the  ages  of  x  and 
100.  The  probabilities  are  in  fact  smaller 
than  actuarial  survival  probabilities  to 
account  for  loan  terminations  due  to 
move  outs  or  rehnancing  rather  than 
death  of  the  mortgagor.  The  values 
actually  used  in  the  model  are  based 
upon  the  1979-81  U.S.  female  mortality 
tables  published  by  the  Department  of 
Health  and  Human  Services,  adjusted 
for  move  outs,  and  are  interpolated  to 
estimate  monthly  probabilities. 

C.  Expected  Losses 

The  model  estimates  expected  losses 
at  each  time  t  in  the  future  as  a  function 
of  the  scheduled  loan  balance  at  time  t 
and  the  conditional  expected  value  of 
the  collateral  at  time  t,  given  that  the 
value  of  the  collateral  is  insufficient  to 
pay  off  the  debt.  The  scheduled  balance 
is  determined  in  a  straight-forward 
manner.  The  conditional  expected  value 
of  the  collateral  is  computed  based  on 


the  assumption  that  future  house  values 
can  be  modelled  by  a  stochastic 
(geometric  Brownian  motion)  process. 
Both  will  be  described  in  more  detail 
below. 

The  scheduled  outstanding  balance, 
B(t),  begins  at  t=0  with  an  initial 
balance  equal  to  the  sum  of  the  financed 
closing  costs,  up  front  MIP,  and  a  third 
component  which  varies  by  type  of 
mortgage.  In  the  case  of  a  tenure 
mortgage,  the  third  component  is  equal 
to  the  initial  payment  (excluding 
financed  closing  costs),  as  defined  in  the 
proposed  rule,  plus  the  first  monthly 
payment  to  the  mortgagor.  For  term  and 
line  of  credit  mortgages,  the  third 
component  is  the  maximum  principal 
limit  at  origination.  (Note  that  level 
monthly  payments  for  term  mortgages 
are  calculated  by  a  sinking  fund  formula 
to  give  the  maximum  principal  limit  at 
the  end  of  the  term.  Term  mortgages  are. 
in  effect,  line  of  credit  mortgages  with 
equal  monthly  draws  over  the  scheduled 
term.) 

Subsequent  values  of  B(t)  in  the  model 
are  calculated  as  the  balance  from  the 
previous  period,  B(t— 1),  plus  interest 
accrued  at  the  expected  average 
mortgage  interest  rate  (as  defined  in  the 
proposed  rule),  plus  the  monthly 
payment  for  month  t,  plus  the  scheduled 
MIP  based  on  the  50  basis  point  annual 
rate  applied  to  B(t— 1).  In  the  case  of 
term  and  line  of  credit  mortgages,  the 
monthly  payment  is  zero.  This 
calculation  is  repeated  until  the 
outstanding  principal  balance  has  been 
calculated  for  all  ^ture  values  of  L 

The  following  discussion  of  the 
estimation  of  future  house  value 
presents  the  model  both  intuitively  and 
rigorously  for  readers  of  varied 
mathematical  backgrounds.  The  basic 
property  of  a  geometric  Brownian 
motion  process  that  is  particularly  well 
suited  to  modelling  future  house  values 
is  the  treatment  of  the  rate  of 
appreciation  as  a  random  variable  with 
certain  characteristics.  Starting  from  a 
point  value  equal  to  the  appraised  value 
at  t=0,  the  rate  of  appreciation  of  the 
house  over  each  small  time  interval 
(t— l.t)  is  treated  as  an  independent, 
normally  distributed  random  variable 
with  constant  mean  m  and  variance  or*. 
In  the  model,  a  mean  of  0.04  (4  percent) 
and  variance  of  0.01  is  assumed.  These 
are  expressed  as  annual  rates,  although 
the  stochastic  process  has  the  same 
properties  regardless  of  the  size  of  the 
time  intervals,  provided  the  intervals  are 
small  relative  to  the  average  life  of  the 
loan,  and  the  mean  and  variance  are 
expressed  in  comparable  time  units.  The 
process  treats  future  appreciatira  rates 
as  uncertain;  yet.  their  assumed  normal 
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distribution  allows  probabilities  to  be 
assigned  to  all  possible  values.  This 
facilitates  analysis  of  the  likelihood  of 
different  possible  outcomes. 

Although  the  mean  and  variance  of 
the  process  are  constant  over  each  small 
time  interval  (t— l.t),  the  cumulative 
appreciation  rate  over  the  interval  (0,t) 
has  a  multivariate  normal  distribution 
with  growing  mean  and  variance  of  mt 
and  o-*l,  respectively.  The  distribution  of 
the  house  values  themselves  over  this 
same  interval  will  be  log-normal.  The 
mean,  or  expected  value,  of  the  log¬ 
normal  house  price  distribution  at  time  t 
is  given  by: 

EIH(t)]=H(0)  *  exp(mt-H0.5  <r»t), 
where 

H(t)= house  value  at  time  t,  and 
exp(.]=the  exponential  function. 

The  expected  value  of  the  house  given 
in  equation  (2)  is  the  imconditional 
expected  value.  It  represents  the  mean 
of  the  entire  log-normal  house  price 
distribution  at  time  t.  The  conditional 
expected  value  of  the  house,  given  that 
the  value  is  less  than  the  loan  balance 
B(t),  is  similar  in  concept  except  that  it 
represents  the  mean  of  only  the  left  tail 
of  the  price  distribution.  It  is  the  mean  of 
the  log-normal  price  distribution 
truncated  at  the  value  B(t).  Thus  the 
conditional  expected  value  is  always 
less  than  or  equal  to  the  unconditional 
expected  value. 

If  a  mortgage  is  terminated  at  time  t, 
and  if  the  value  of  the  house  is  greater 
than  B(t),  there  is  no  loss.  If,  on  the  other 
hand,  Ae  mortgage  is  terminated  at  time 
t,  and  the  house  value  is  less  than  B(t), 
there  is  a  loss.  The  expected  amount  of 
the  loss  is  the  product  of  1)  the 
probability  that  the  mortgage  will 
terminate  at  time  t,  2)  the  probability 
that  the  house  value  at  time  t  is  less 
than  B(t),  and  3)  the  difference  between 
the  outstanding  balance,  B(t),  and  the 
conditional  expected  value.  A 
methodology  for  calculating  each  is 
presented  below. 

The  calculation  of  the  probability  of 
termination  of  the  mortgage  at  time  t  is 
analogous  to  the  calculation  of  the 
probability  of  death  from  an  actuarial 
life  table.  Let  dt  denote  the  probability 
of  termination  at  time  t.  Recall  the 
definition  of  the  loan  survival 
probabilities  from  above.  Then  by 
definition 

di=l,+t— li+t+i. 

The  probability  that  the  house  price  at 
time  t  will  be  less  than  a  given  value, 
B(t),  can  be  determined  as  follows. 

Using  the  log-normality  of  the  value 
distribution,  one  first  computes  the 
natural  logarithm  of  B(t)/H(0).  Call  this 
number  B*(t].  Then  one  computes  the 


area  under  the  normal  probability  - 
density  function  to  the  left  of  the  value 
B*(t].  using  a  mean  and  variance  of  mt 
and  a-\  respectively.  This  area 


represents  the  desired  probability  and  is 
denoted  z(t).  It  is  calculated  by 
numerical  approximation  of  the 
following  improper.integral: 


/o  v-x  a 

exp [-0.5  *  {(y  -  mt)/(rlt}  ]  dy,  (A) 


where 


* 

-oo 


G(t) 


1  /  . 


The  conditional  expected  value  at 
time  t,  given  that  the  value  is  less  than 
B(t],  is  the  product  of  a  factor  F(t]  and 
the  unconditional  expected  value  from 
expression  (2).  The  factor  F(t]  is 
sensitive  to  the  loan  balance  B(t],  and  it 


can  take  on  values  ranging  from  0  to  1, 
depending  on  whether  B(t)  is  very  small 
or  very  large,  respectively.  To  calculate 
F(t),  one  must  evaluate  a  second 
improper  integral: 


F(t)  -  G{t)  *  ^y^exp[-0.5  *  (y  -  CTJ^)*]  dy,  (5) 

-  oo 


where 

G(t)  -  1  /  [  JatT  *  z(t)J, 
A(t)  -  [B*(t)  -  mt]  /  6"vJT, 
2(t)  -  prob[H(t)<B,(t)  ] ,  and 
B*(t)  -  ln(B(t)/H(0)]. 


The  desired  expression  for  the  conditional  expected 
value  is 

E[H(t)  |H(t)<B(t)l  -  F(t)  *  E[H(t)l.  (6) 


where 

E[H(t}]  is  defined  in  expression  (2). 

The  expected  loss  at  time  t  can  now  be  expressed 
succinctly,  using  the  notation  developed  above. 

E[L,:1  -  d,.  *  2(t)  *  (B(t)  -  E(H(t)|H(t)<B{t)]).(7) 
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D.  Calculation  of  Payment  Amount  and 
Maximum  Principal  Limit 

The  fundamental  relationship  of  the 
model  requires  the  present  discounted 
values  of  the  expected  MIP  and  of  the 
expected  losses  to  be  equal  at  the  time 
of  origination.  If  the  present  value  of  the 
expected  losses  is  less  than  the  present 
value  of  the  expected  MIP,  then  a  higher 
monthly  payment  for  tenure  mortgages 
or  a  higher  maximum  principal  limit  for 
term  and  line  of  credit  mortgages  can  be 
supported  by  the  given  premium 
structure.  If  the  present  value  of  the 
expected  losses  is  greater  than  the 
present  value  of  the  expected  MIP,  then 
a  lower  monthly  payment  or  principal 
limit  is  indicated.  The  FHA  mortgage 
payment  model  solves  for  the  unique 
monthly  payment  amount  or  maximum 
principal  limit  that  satisfies  the 
fundamental  relationship.  The  discount 
rate  used  for  the  calculation  is  the 
expected  average  mortgage  interest  rate 
as  defined  in  the  proposed  rule  less  100 
basis  points. 

E.  Coinsurance 

Under  the  coinsurance  option,  it  is 
possible  for  the  loss  on  an  FHA  insured 
mortgage  to  exceed  the  lesser  of  the 
house  value  at  origination  or  the 
maximum  FHA  claim  amount.  (Under 
the  assignment  option,  this  could 
happen  only  if  the  mortgagee  chose  not 
to  assign  the  mortgage  in  accordance 
with  the  proposed  rules  governing 
assignment).  Such  losses  in  excess  of 
the  initial  house  value  or  the  maximum 
FHA  claim  amount  will  be  absorbed,  or 
coinsured,  by  the  mortgagee.  In  return, 
the  mortgagee  retains  a  portion  of  the 
total  MIP  collected  as  a  coinsurance 
premium.  The  FHA  mortgage  payment 
model  provides  a  method  for  estimating 
the  coinsurance  premium  which  is 
described  below. 

The  total  MIP  paid  by  the  mortgagor 
under  either  the  coinsurance  option  or 
the  assignment  option  is  two  points  up 
front  on  the  lesser  of  the  appraised 
value  of  the  property  or  the  maximum 
FHA  claim  amount  plus  50  basis  points 
annually  on  the  outstanding  loan 
balance.  The  coinsurance  premium 
retained  by  the  mortgagee  under  the 
coinsurance  option  consists  of  a  portion 


of  the  50  basis  point  annual  premium. 

The  mortgagee  does  not  retain  a  portion 
of  the  up  front  premium. 

The  model  easily  estimates  the 
amount  of  coinsurance  premium, 
expressed  as  a  basis  point  annual  rate 
applied  to  the  outstanding  loan  balance. 
It  requires  only  a  small  modiHcation  of 
the  fundamental  relationship  used  to 
determine  the  payments  and  maximum 
principal  limits.  SpeciHcally,  the  present 
discounted  value  of  the  expected 
coinsurance  premium  must  equal  the 
present  discounted  value  of  the 
expected  losses  in  excess  of  the 
maximum  claim.  Since  the  coinsurance 
premium  is  part  of  the  total  MIP,  the 
retention  of  a  coinsurance  premium  by 
the  mortgagee  does  not  affect  the 
scheduled  outstanding  balance,  B(t). 
Therefore,  the  expected  coinsurance 
MIP  at  time  t  is  calculated  using 
equation  (1),  except  that  the  scheduled 
total  MIP  at  time  t  is  replaced  by  the 
scheduled  coinsurance  MIP  at  time  t. 

The  scheduled  coinsurance  loss  at  time  t 
is  calculated  using  equation  (7),  except 
that  the  loan  balance  B(t)  is  replaced  by 
the  uninsured  balance  UB(t)  defined  as 
follows: 

UB(t)  =  max[0,  B(t)-FHAMAX1, 

where 

FHAMAX  =  the  lesser  of  the  initial 
appraised  value  or  the  maximum  FHA 
claim  amount. 

If  the  present  value  of  the  expected 
coinsurance  losses  is  greater  than  the 
present  value  of  the  expected 
coinsurance  MIP,  then  a  higher 
coinsurance  premium  is  indicated.  If  the 
expected  losses  are  less  than  the 
expected  premium,  then  a  lower 
coinsurance  premium  is  indicated.  The 
FHA  model  solves  for  the  unique 
coinsurance  premium  rate  which 
equates  the  two.  The  discount  rate  used 
is  the  expected  average  mortgage 
interest  rate  as  defined  in  the  proposed 
rule  less  100  basis  points. 

Other  Matters 

This  rule  does  not  constitute  a  ‘‘major 
rule"  as  that  term  is  defined  in  section 
1(b)  of  the  Executive  Order  on  Federal 
Regulation  issued  by  the  President  on 
February  17, 1981.  Analysis  of  the  rule 
indicates  that  it  does  not  (1)  have  an 


annual  effect  on  the  economy  of  $100 
million  or  more;  (2)  cause  a  major 
increase  in  costs  or  prices  for 
consumers,  individual  industries. 

Federal,  State  or  local  government 
agencies  or  geographic  regions;  or  (3) 
have  a  significant  adverse  effect  on 
competition,  employment.  Investment, 
productivity,  innovation  or  on  the  ability 
of  United  States-based  enterprises  to 
compete  with  foreign-based  enterprises 
in  domestic  or  export  markets. 

A  Finding  of  No  Significant  Impact 
with  respect  to  the  environment  has 
been  made  in  accordance  with  HUD 
regulations  in  24  CFR  Part  50  which 
implement  section  102(2)(C)  of  the 
National  Environmental  Policy  Act  of 
1969, 42  U.S.C.  4332.  The  Finding  of  No 
Significant  Impact  is  available  for  public 
inspection  during  regular  business  hours 
in  the  Office  of  the  Rules  Docket  Clerk 
at  the  above  address. 

Under  5  U.S.C.  605(b),  (the  Regulatory 
Flexibility  Act),  the  undersigned  hereby 
certifies  that  this  rule  does  not  have  a 
signiffcant  economic  impact  on  a 
substantial  number  of  small  entities.  The 
rule  implements  a  demonstration 
program  for  the  insurance  of  no  more 
than  2,500  mortgages  over  a  short  period 
of  time.  Participation  in  the 
demonstration  is  voluntary  by  both 
mortgagees  and  mortgagors. 

This  rule  was  listed  in  the 
Department's  Semiannual  Agenda  of 
Regulations  published  on  April  25, 1988 
[53  FR  13854]  under  Executive  Order 
12291  and  Regulatory  Flexibility  Act. 

The  Home  Equity  Conversion 
Mortgage  Insurance  Demonstration  is 
not  listed  in  the  Catalog  of  Federal 
Domestic  Assistance. 

The  collection  of  information 
requirements  contained  in  this  rule  have 
been  submitted  to  OMB  for  review 
under  section  3504(h)  of  the  Paperwork 
Reduction  Act  of  1980.  Sections  206.11, 
206.15,  206.19,  206.21,  206.27,  206.41, 
206.43,  206.45,  206.49,  206.123,  206.125, 
206.127,  206.131,  206.133  and  206.203  of 
this  proposed  rule  have  been  determined 
by  the  Department  to  contain  collection 
of  information  requirements. 

Information  on  these  requirements  is 
provided  as  follows: 


BEST  COPY  AVAILABLE 
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Tabulation  of  Annual  Reporting  Burden  Proposed  Rule— Home  Equity  Conversion  Mortgage  Insurance 

Demonstration 


Description  of  information  collection 

Section  of  24 
CFR  affected 

Number 

of 

respond¬ 

ents 

Number 

of 

responses 

per 

respond¬ 

ents 

Total 

artnual 

responses 

Hours  per 
response 

Total  hours 

206.11 

50 

1 

50 

.5 

25 

206.11(d) 

25 

1 

25 

.5 

12.5 

206.11(e) 

5 

1 

5 

1 

5 

206.15 

50 

25 

1,250 

1 

1,250 

Certification  of  receipt  of  counseling . 

206.15(c), 

50 

25 

1,250 

.05 

62.5 

206.4l'(c) 

206.19(C)(4) 

50 

15 

750 

.5 

375 

206.21(e) 

50 

15 

750 

.1 

75 

206.27(cj(2) 

50 

1 

50 

.5 

25 

206.27(d) 

50 

10 

500 

.1 

50 

206.41  (a) 

50 

50 

2,500 

.05 

125 

206.43(aj 

50 

25 

1,250 

.2 

250 

206.43(bj 

50 

25 

1,250 

.05 

125 

206.45(a), 

50 

25 

1,250 

.1 

125 

206.49(d) 

206.45(d) 

50 

.1 

5 

.2 

2.5 

206.123(a). 

50 

.1 

5 

1 

5 

206.127 

206.125(a)(1) 

50 

1 

50 

.1 

5 

206.125(b) 

50 

.1 

5 

.2 

2.5 

206.125(dj(3) 

50 

.01 

.5 

1 

.5 

206.131(c) 

50 

.01 

.5 

1 

.5 

206.133(d) 

50 

1 

50 

£ 

10 

206.203'  ’ 

50 

25 

1,250 

.3 

375 

206.23(C) 

50 

10 

500 

.1 

50 

206.27(b) 

50 

25 

1,250 

.05 

62.5 

206.41(b) 

100 

50 

5,000 

1.5 

7,500 

206.47(cj 

50 

1 

50 

.3 

15 

206.105 

50 

25 

1,250 

.01 

12.5 

206.125(a)(2) 

50 

.001 

.05 

.5 

.025 

206.125(gj 

50 

.001 

.05 

.5 

.025 

206.123,  206.127 

50 

.001 

.05 

.5 

.025 

206.209(C) 

10 

1 

10 

.3 

3 

10,549 

List  of  Subjects 
24  CFR  Part  200 

Administrative  practice  and 
procedure,  Claims,  Equal  employment 
opportunity.  Fair  housing.  Housing 
standards.  Loan  programs — ^housing  and 
community  development.  Mortgage 
insurance,  Organization  and  fimctions 
(Government  agencies).  Reporting  and 
recordkeeping  requirements.  Minimum 
property  standards,  Incorporation  by 
reference. 

24  CFR  Part  206 

Aged,  Home  equity  conversion 
mortgages.  Mortgage  insurance. 

Accordingly,  24  CFR  Part  200  would 
be  amended  and  a  new  24  CFR  Part  206 
would  be  added,  to  read  as  follows: 

PART  200— INTRODUCTION 

1.  The  authority  citation  for  24  CFR 
Part  200  continues  to  read  as  follows: 

Authority:  Titles  I  and  II,  National  Housing 
Act  (12  U.S.C.  1701-1715Z-20);  sec.  7(d), 
Department  of  Housing  and  Urban 
Development  A.:t  (42  U.S.C.  3535(d)). 


2.  A  new  paragraph  (d)  is  proposed  to 
be  added  to  S  200.810  to  read  as  follows: 

§  200.810  Single  family  insurance  and 
coinsurance. 

***** 

(d)  Home  equity  conversion  mortgage 
insurance.  The  requirements  of  this 
section,  as  modified  by  the  following 
sentence,  apply  to  a  dwelling  which  is 
the  subject  of  an  application  for 
mortgage  insurance  under  section  255  of 
the  National  Housing  Act  (home  equity 
conversion  mortgage  insurance)  unless 
the  mortgagor  provides  the  certification 
described  in  S  206.45(d)  of  this  chapter. 
The  defective  paint  surface  may  be 
treated  after  the  mortgage  is  endorsed 
for  insurance,  provided  that  the 
defective  paint  surface  is  treated  as 
expeditiously  as  possible  in  accordance 
vidth  the  repair  work  provisions 
contained  in  §  206.47  of  this  chapter. 

3.  A  new  Part  206  is  proposed  to  be 
added  to  Chapter  II  of  24  CFR  to  read  as 
follows: 


PART  206— HOME  EQUITY 
CONVERSION  MORTGAGE 
DEMONSTRATION 
Subpart  A— General 

Sec. 

206.1  Purpose. 

206.3  Definitions. 

206.5  Waivers. 

206.7  Effect  of  amendments. 

206.9  Limit  on  extent  of  program. 

Subpart  B — Eligibility  Applications 

206.11  Application  for  reservation  of 
insurance  authority. 

206.13  Ineligible  programs. 

206.15  Application  for  insurance. 

Eligible  Mortgages 
206.17  Eligible  mortgages. 

206.19  Fixed  rate  mortgages. 

206.21  Adjustable  rate  mortgages. 
206.23  Line  of  credit  mortgages. 

206.25  Initial  payment. 

206.27  Mortgage  provisions. 

206.29  Payments  to  the  mortgagor. 
206.31  Allowable  charges  and  fees. 

Eligible  Mortgagors 

206.33  Age  of  mortgagor. 

206.35  Title  held  by  mortgagor. 
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206.37  Credit  standing. 

206.39  Principal  residence. 

206.41  Counseling. 

206.43  Disclosure. 

Eligible  Properties 
206.45  Eligible  properties. 

206.47  Property  standards;  repair  woiic. 

206.49  Eligibility  of  mortgages  involving  a 
dwelling  unit  in  a  cooperative  housing 
development. 

206.51  Eligibility  of  mortgages  involving  a 
dwelling  unit  in  a  condominium. 

Subpart  C— Contract  Rights  and 
Obligations  Sale,  Assignment  and  Pledge 

206.101  Sale,  assignment  and  pledge  of 
insured  mortgages. 

Mortgage  Insurance  Premiiuns 
206.103  Payment  of  MIP. 

206.105  Amount  of  MIP. 

206.107  Mortgagee  election  of  assignment  or 
coinsurance  option. 

206.109  Amount  of  coinsurance  premium. 
206.111  Due  date  of  MIP. 

206.113  Late  charge  and  interest. 

206.115  Pro  rata  payment  of  periodic  MIP. 

HUD  Responsibility  to  Mortgagors 
206.117  General. 

206.119  Written  explanation  of  payment  to 
mortgagor. 

206.121  Secretary  authorized  to  make 
payments,  obtain  lien. 

Claim  Procedure 

206.123  Claim  procedures  in  general. 

206.125  Acquisition  and  sale  of  the  property. 
206.127  Application  for  insurance  benefits. 
206.129  Payments  of  claim. 

Condominiums 

206.131  Contract  rights  and  obligations  for 
mortgages  on  individual  dwelling  units  in 
a  condominium. 

Termination  of  Insurance  Contract 
206.133  Termination  of  insurance  contract. 
Subpart  D— Servicing  Responsibilities 
206.201  Mortgage  servicing  generally, 
sanctions. 

206.203  Annual  disclosure,  providing 
information. 

206.205  Election  to  use  an  escrow  account 
206.207  Allowable  charges  and  fees  after 
endorsement. 

206.209  Prepayment 

Authority:  Secs.  211  and  255  of  the  National 
Housing  Act  (12  U.S.C.  1715b,  1715Z-20);  sea 
7(b),  Department  of  Housing  and  Urban 
Development  Act  (42  U.S.C.  3535(d]). 

Subpart  A— General 

§  206.1  Purpose. 

Section  417  of  the  Housing  and 
Community  Develonment  Act  of  1987 
(Pub.  L.  100-242}  added  a  new  section 
255  to  the  National  Housing  Act  (12 
U.S.C.  1715Z-20).  Section  255  authorizes 
the  Secretary  to  carry  out  a 
demonstration  program  for  the 
insurance  of  home  equity  conversion 
mortgages  for  elderly  homeowners.  This 


demonstration  program  of  mortgage 
insurance  is  designed: 

(a)  To  meet  the  special  needs  of 
elderly  homeowners  by  reducing  the 
effect  of  the  economic  hardship  caused 
by  the  increasing  costs  of  meeting 
health,  housing  and  subsistence  needs  at 
a  time  of  reduced  income,  through  the 
insurance  of  home  equity  conversion 
mortgages  to  permit  the  conversion  of  a 
portion  of  accumulated  home  equity  into 
liquid  assets; 

(b)  To  encourage  and  increase 
involvement  of  mortgagees  and 
participants  in  the  mortgage  markets  in 
the  making  and  servicing  of  home  equity 
conversion  mortgages  for  elderly 
homeowners;  and 

(c)  To  evaluate  data  to  determine  the 
need  and  demand  among  elderly 
homeowners  for  insured  and  uninsured 
home  equity  conversion  mortgages,  the 
types  of  home  equity  conversion 
mortgages  that  best  serve  the  interests 
of  elderly  homeowner  mortgagors, 
mortgagees  and  the  Federal 
Government,  and  the  appropriate  scope 
and  nature  of  participation  by  the 
Secretary  in  connection  with  home 
equity  conversion  mortgages  for  the 
elderly. 

§  206.3  Definitions. 

As  used  in  this  part,  the  following 
terms  shall  have  the  meaning  indicated. 

“Assessment”  means  a  special 
assessment  by  a  public  body  or  an 
assessment  by  a  cooperative  housing 
corporation  or  a  condominium  or 
homeowner  association. 

“Contract  of  instance"  means  the 
agreement  evidenced  by  the  issuance  of 
a  mortgage  insiurance  certificate, 
incorporating  by  reference  Subpart  C 
and  the  applicable  provisions  of  the 
National  Housing  Act. 

“Expected  average  mortgage  interest 
rate"  means  the  mortgage  interest  rate 
used  to  calculate  monthly  payments  for 
tenme  and  term  mortgages  and 
maximum  draws  for  line  of  credit 
mortgages.  For  fixed  rate  mortgages,  it  is 
the  fixed  mortgage  interest  rate.  For 
adjustable  rate  mortgages,  it  is  the 
expected  average  mortgage  interest  rate 
for  the  subsequent  15  years.  The 
mortgagee's  current  15-year  fixed 
mortgage  interest  rate  shall  be  used  for 
this  purpose  or  another  comparable  rate 
approved  by  the  Secretary. 

“Insured  mortgage”  means  a  mortgage 
which  has  been  insured  as  evidenced  by 
the  issuance  of  a  mortgage  insurance 
certificate. 

“Maximum  FHA  claim  amount" 
means  the  maximum  dollar  amount  for 
an  area  established  by  the  Secretary  for 
a  one-family  residence  under  section 
203(b)(2)  of  the  National  Housing  Act 


(as  adjusted  where  applicable  under 
section  214  of  the  National  Housing 
Act). 

“MIP”  means  the  mortgage  insurance 
premiiun  paid  by  the  mortgagee  to  the 
Secretary  in  consideration  of  the 
contract  of  insurance. 

“Mortgage”  means  a  first  lien  on  real 
estate  under  the  laws  of  the  jurisdiction 
where  the  real  estate  is  located.  If  the 
dwelling  unit  is  in  a  cooperative  housing 
development,  the  term  “mortgage” 
means  a  first  lien  given  to  secure  a  loan 
for  financing  the  purchase  of  a  corporate 
certificate  and  the  applicable  occupancy 
certificate  of  a  cooperative  ownership 
housing  corporation.  If  the  dwelling  unit 
is  in  a  condominium,  the  term 
“mortgage”  means  a  first  lien  covering  a 
fee  interest  or  eligible  leasehold  interest 
in  a  one-family  unit  is  a  condominium 
project,  together  with  an  undivided 
interest  in  the  conunon  areas  and 
facilities  serving  the  project,  and  such 
restricted  common  areas  and  facilities 
as  may  be  designated.  The  term  may 
refer  both  to  a  security  instrument 
creating  a  lien,  whether  called  a 
“mortgage,”  “deed  of  trust,”  “security 
deed,”  or  another  term  used  in  a 
particular  jurisdiction.  The  term 
“mortgage”  also  includes  the  credit 
instrument  or  note,  secured  by  the  lien, 
and  the  loan  agreement  between  the 
mortgagor  and  mortgagee. 

“Mortgagee”  means  the  original 
lender  under  a  mortgage  and  any  assign 
permitted  by  §  206.101. 

“Mortgagor”  means  each  original 
borrower  under  a  mortgage.  The  term 
does  not  include  successors  or  assigns' 
of  a  borrower. 

“Principal  limit”  means  the  maximum 
mortgage  principal  balance,  including 
accured  interest  and  MIP,  that  may  be 
reached  under  a  term  mortgage  or  line  of 
credit  mortgage  before  payments  to  the 
mortgagor  cease.  It  is  calculated  for 
each  month  that  a  mortgage  could  be 
outstanding  using  factors  or  a  computer 
model  provided  by  the  Secretary.  It  is 
the  maximiun  disbursement  that  could 
be  received  in  any  month  under  a  line  of 
credit  mortgage,  assuming  that  no  other 
disbursements  are  received,  taking  into 
account  the  age  of  the  youngest 
mortgagor,  the  expected  average 
mortgage  interest  rate,  and  the  lesser  of 
the  appraised  value  of  the  property  or 
the  maximum  FHA  claim  amount.  It  is 
capped  at  the  lesser  of  the  initial 
appraised  value  of  the  property  or  the 
maximum  FHA  claim  amount.  It  is  used 
to  calculate  the  fixed  term  and  monthly 
payments  for  a  term  mortgage  and 
maximum  draws  under  a  line  of  credit 
mortgage. 
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“Principal  residence”  means  the 
dwelling  where  the  mortgagor  maintains 
his  or  her  permanent  place  of  abode, 
and  typically  spends  the  majority  of  the 
calendar  year.  A  person  may  have  only 
one  principal  residence  at  any  one  time. 

“Secretary”  means  the  Secretary  of 
Housing  and  Urban  Development  or  his 
or  her  authorized  representatives. 

§  206.5  Waivers. 

The  Secretary,  in  an  individual  case, 
may  waive  any  requirement  of  Subpart 
B  (except  S  206.11(e))  not  required  by 
statute  if  the  Secretary  finds  that 
application  of  such  requirement  would 
adversely  affect  achievement  of  the 
purposes  of  this  demonstration  program. 
Each  such  waiver  shall  be  in  writing  and 
supported  by  a  statement  of  the  facts 
and  grounds  forming  the  basis  for  the 
waiver.  The  authority  under  this  section 
may  be  delegated  to  the  Assistant 
Secretary  for  Policy  Development  and 
Research  or  the  Assistant  ^cretary  for 
Housing-Federal  Housing  Commissioner, 
but  shall  not  be  delegated  further. 

§  206.7  Effect  of  amendments. 

The  regulations  in  this  part  may  be 
amended  by  the  Secretary  at  any  time 
and  fix)m  time  to  time,  in  whole  or  in 
part,  but  amendments  to  Subparts  B  and 
C  shall  not  adversely  affect  the  interests 
of  a  mortgagee  under  the  contract  of 
insurance  on  any  mortgage  already 
insured,  and  shall  not  adversely  affect 
the  interests  of  a  mortgagee  on  any 
mortgage  to  be  insured  on  which  the 
Secretary  has  made  a  commitment  to 
insure.  Such  amendments  shall  not 
adversely  affect  the  interests  of  a 
mortgagor  in  the  case  of  a  default  by  a 
mortgagee  where  HUD  provides 
assistance  to  the  mortgagor. 

S  206.9  Limit  on  extent  of  program. 

(a)  Number  of  mortgages.  No  more 
than  2500  mortgages  may  be  insured 
under  this  part. 

(b)  Date.  No  mortgage  may  be  insured 
under  this  part  after  September  30, 1991, 
except  pursuant  to  a  firm  commitment 
issued  on  or  before  that  date. 

Subpart  B  —Eligibility  Applications 

§206.11  Application  for  reservation  of 
insurance  authority. 

(a)  Definition.  A  reservation  of 
insurance  authority  is  an  assurance  by 
the  Secretary  that  the  Secretary  will  be 
able  to  insure  a  mortgage  which  meets 
the  requirements  of  this  subpart. 

(b)  Application.  Any  mortgagee 
approved  under  Part  203  of  &is  chapter, 
except  an  investing  mortgagee  approved 
under  $  203.6  of  this  chapter,  may  apply 
for  reservations  of  insurance  authority 
for  not  less  than  10  but  not  more  than  50 


mortgages.  A  mortgagee  approved  under 
§§  203.3,  203.4,  203.6  or  203.7  of  this 
chapter  may  purchase,  hold  and  sell 
mortgages  insured  under  this  part 
without  additional  approval.  A 
mortgagee  may  apply  for  additional 
reservations  after  its  initial  reservations 
are  used  or  expire  if  reservations  of 
insurance  authority  are  available. 

(c)  Approval.  If  the  application  for  the 
reservation  is  acceptable,  the  Secretary 
will  then  approve  the  request  for  the 
reservation  if  reservations  of  insurance 
authority  are  available.  A  mortgagee 
may  not  originate  a  mortgage  imder  this 
part  without  first  obtaining  a  reservation 
of  insiu'ance  authority  for  the  mortgage. 

(d)  Expiration  and  extension.  A 
reservation  of  insurance  authority  will 
expire  six  months  after  the  date  of  issue. 
The  reservation  shall  be  extended  for  an 
additional  three  month  period  for  each 
mortgage  for  which  the  mortgagee  has 
an  application  pending,  pursuant  to  a 
written  request  for  an  extension  by  the 
mortgagee  to  the  Secretary. 

(e)  Requirements  for  approval— loan 
correspondents.  At  the  time  of 
application  for  the  reservation  of 
insurance  authority,  a  loan 
correspondent  (as  defined  in  §  203.5  of 
this  chapter)  shall  provide  evidence 
satisfactory  to  the  Secretary  that  the 
mortgage  to  be  insured  under  this  part 
will  be  purchased  by  the  loan 
correspondent's  sponsor  or  sponsors 
which  have  been  approved  under  this 
part.  Such  evidence  shall  include:  (i)  The 
name  of  each  sponsor  mortgagee 
approved  under  this  part  which  will 
purchase  the  mortgages  originated  under 
this  part,  and  (ii)  a  copy  of  each 
purchase  agreement  which  obligates  the 
sponsor  mortgagee  to  purchase  the 
mortgages  originated  under  this  part. 

The  collective  agreements  must  show 
that  all  the  mortgages  originated  by  the 
loan  correspondent  will  be  purchased  if 
all  insurance  authority  reserved  by  the 
loan  correspondent  under  paragraph  (c) 
of  this  section  is  used. 

§  206.13  Ineligible  programs. 

Mortgages  originated  through  the 
Direct  Endorsement  or  Coinsurance 
programs  are  not  eligible  for  insurance 
imder  this  part. 

§  206.15  Application  for  Insurance. 

(a)  Submission.  A  mortgagee  with  a 
reservation  of  insurance  authority  may 
submit  an  application  for  insurance  of  a 
mortgage  which  is  about  to  be  executed. 

(b)  Form.  The  application  must  be 
made  upon  a  form  prescribed  by  the 
Secretary. 

(c)  Insurance  of  mortgage.  The 
Secretary  approves  an  application  for 
mortgage  insurance  by  issuing  a 


commitment.  The  Secretary  shall 
establish  in  the  commitment  the  terms 
and  conditions  upon  which  the  mortgage 
will  be  insured.  'The  mortgagee,  upon 
closing  the  mortgage,  submits  to  the 
Secretary  the  commitment,  the 
certificate  received  by  each  mortgagor 
fi'om  the  counseling  entity  that  the 
mortgagor  has  received  counseling  as 
required  under  §  206.41,  satisfactory  title 
evidence  as  required  under  §  206.45(a), 
the  mortgagee’s  election  of  either  the 
assignment  or  coinsurance  option  under 
§  206.107,  and  any  other  documentation 
required  by  the  Secretary.  If  the 
mortgagee  has  complied  with  the  terms 
and  conditions  of  the  commitment,  the 
Secretary  will  issue  a  Mortgage 
Insurance  Certificate.  Mortgages  insured 
under  this  part  shall  be  obligations  of 
the  General  Insurance  Fund. 

Eligible  Mortgages 

§  206.17  Eligible  mortgages. 

(a)  Kinds  of  mortgages.  The  kinds  of 
mortgages  eligible  for  insurance  under 
this  part  are:  Fixed  rate  tenure 
mortgages  (§  206.19(a)),  fixed  rate  term 
mortgages  (§  206.19(b)),  adjustable  rate 
tenure  mortgages  (§  206.21(a)), 
adjustable  rate  term  mortgages 

(§  206.21(b)),  fixed  rate  line  of  credit 
mortgages  (§  206.23(a)),  and  adjustable 
rate  line  of  credit  mortgages 
(§  206.23(a)).  Mortgagees  may  originate 
one  or  more  of  these  kinds  of  mortgages. 
A  fixed  rate  tenure  mortgage  may  also 
provide  for  shared  appreciation 
(§  206.19(c)),  provided  that  the 
mortgagee  also  must  offer  fixed  both 
rate  tenure  mortgages  and  adjustable 
rate  tenure  mortgages  without  shared 
appreciation. 

(b)  Payments.  All  payments  to  a 
mortgagor  under  all  kinds  of  mortgages 
shall  be  made  jointly  to  all  mortgagors 
occupying  the  mortgaged  property  as 
their  principal  place  of  residence,  except 
as  otherwise  provided  by  joint 
instruction  of  all  mortgagors  occupying 
the  mortgaged  property  as  their 
principal  place  of  residence. 

§  206.19  Fixed  rate  mortgages. 

(a)  Tenure  mortgages.  A  fixed  rate 
tenure  mortgage  provides  for  equal 
monthly  payments  by  the  mortgagee  to 
the  mortgagor  as  long  as  the  mortgagor 
occupies  the  mortgaged  property  as  a 
principal  residence  until  the  mortgage  is 
prepaid  in  full  or  becomes  due  and 
payable  under  §  206.27(c).  Interest 
accrues  at  a  fixed  rate  agreed  upon  by 
the  mortgagor  and  the  mortgagee.  The 
interest  and  the  MIP  charged  on  the 
outstanding  principal  balance  of  the 
mortgage  shall  be  added  to  the 
outstan^ng  principal  balance 
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periodically  as  provided  in  the 
mortgage. 

'  (b)  Term  mortgages.  A  fixed  rate  term 
mortgage  provides  for  equal  monthy 
payments  by  the  mortgagee  to  the 
mortgagor  for  a  fixed  term  of  years 
unless  the  mortgage  is  prepaid  in  full  or 
becomes  due  and  payable  earlier  under 
§  20e.27(c).  Although  the  pa3mients  to 
the  mortgagor  ceases  at  the  end  of  the 
fixed  term,  repayment  is  deferred  as 
long  as  the  mortgagor  occupies  the 
mortgaged  property  as  a  principal 
residence  until  the  mortgage  is  prepaid 
in  full  or  becomes  due  and  payable 
under  §  206.27(c).  Interest  accrues  at  a 
fixed  rate  agreed  upon  by  the  mortgagee 
and  the  mortgagor,  and  continues  to 
accrue  after  the  monthly  payments  stop. 
The  interest  and  the  MIP  charged  on  the 
outstanding  principal  balance  of  the 
mortgage  shall  be  added  to  the 
outstanding  principal  balance 
periodically  as  provided  in  the 
mortgage. 

(c)  Shared  appreciation.  (1)  A  fixed 
rate  tenure  mortgage  may  also  provide 
for  sharing  between  the  mortgagor  and 
the  mortgagee  of  the  appreciation  in  the 
value  of  the  property.  At  the  time  the 
mortgage  comes  due  and  payable  or  is 
prepaid  in  full,  the  mortgagor  will  pay 
an  additional  amount  of  interest  equd 
to  a  percentage  of  the  net  appreciated 
value  of  the  property  during  the  life  of 
the  mortgage.  The  percentage  of  net 
appreciated  value  to  be  paid  to  the 
mortgagee,  referred  to  as  the 
appreciation  margin,  shall  be  no  more 
than  twenty-five  percent,  subject  to  an 
effective  interest  rate  cap  of  no  more 
than  twenty  percent 

(2)  The  mortgagee’s  share  of  net 
appreciated  value  is  computed  as 
follows:  (i)  If  the  mortgage  principal 
balance  at  the  time  of  sale  is  less  than 
the  appraised  value  of  the  property  at 
the  time  of  loan  origination,  the 
mortgagee’s  share  is  calculated  by 
subtracting  the  appraised  value  at  the 
time  of  loan  origination  fium  the 
adjusted  sales  proceeds  (i.e.,  sales 
proceeds  less  sales  costs  and  capital 
improvement  costs  incurred  by  the 
mortgagor,  but  excluding  any  liens)  and 
multiplying  by  the  appreciation  margin. 

(ii)  If  the  mortgage  principal  balance 
is  greater  than  the  apprais^  value  at 
origination  but  less  than  the  adjusted 
sales  proceeds,  the  mortgagee’s  share  is 
calculated  by  subtracting  the  mortgage 
principal  balance  from  the  adjusted 
sales  proceeds  and  multiplying  by  the 
appreciation  msugin. 

(iii)  If  the  mortgage  principal  balance 
is  greater  than  the  adjusted  sales 
proceeds,  the  net  appreciated  value  is 
zero. 


(3)  To  determine  the  effective  interest 
rate,  the  amount  of  interest  which 
accrued  in  the  twelve  months  prior  to 
the  sale  of  the  property  is  added  to  the 
mortgagee’s  share  of  the  net  appreciated 
value.  The  sum  of  the  mortgagee’s  share 
of  the  net  appreciated  value  and  the 
interest,  when  divided  by  the  sum  of  the 
principal  balance  at  the  beginning  of  the 
twelve  month  period  prior  to  sale  plus 
the  monthly  payments  to  the  mortgagor 
in  the  twelve  months  prior  to  the  sale, 
shall  not  exceed  an  effective  interest 
rate  of  twenty  percent. 

(4)  In  addition  to  any  other 
disclosures  required  by  this  part,  the 
mortgagee  shall  provide  a  disclosure  to 
the  mortgagor  showing  the  maximum 
payment  that  would  be  owed  due  to 
shared  appreciation  which  could  result 
when  the  mortage  becomes  due  and 
payable  or  the  mortgage  is  prepaid  in 
full.  The  mortgagee  shall  also  disclose  to 
the  mortgagor  the  monthly  payments 
and  the  interest  rates  which  are 
applicable  to  fixed  rate  tenure 
mortgages,  adjustable  rate  tenure 
mortgages,  and  shared  appreciation 
teniue  mortgages.  The  disclosure  shall 
be  made  at  the  time  of  the  initial  loan 
application. 

§  206.21  Adjustable  rate  mortgages. 

(a)  Tenure  mortgages.  An  adjustable 
rate  tenure  mortgage  provides  for  equal 
monthly  payments  by  the  mortgagee  to 
the  mortgagor  as  long  as  the  mortgagor 
occupies  the  mortgaged  property  as  a 
principal  residence  until  the  mortgage  is 
prepaid  in  full  or  becomes  due  and 
payable  under  §  206.27(c).  Interest 
accrues  at  a  rate  initially  agreed  upon 
by  the  mortgagee  and  mortgagor,  and 
adjusted  as  described  in  paragraph  (d). 
The  interest  and  the  MIP  charged  on  the 
outstanding  principal  balance  of  the 
mortgage  shall  be  added  to  the 
outstanding  principal  balance 
periodically  as  provided  in  the 
mortgage. 

(b)  Term  mortgages.  An  adjustable 
rate  term  mortgage  provides  for  equal 
monthly  payments  fiom  the  mortgagee 
to  the  mortgagor  for  a  fixed  term  of 
years  unless  the  mortgage  is  prepaid  in 
full  or  becomes  due  and  payable  earlier 
under  §  206.27(c).  Although  the 
payments  to  the  mortgagor  cease  at  the 
end  of  the  fixed  term,  repayment  is 
deferred  as  long  as  the  mortgagor 
occupies  the  mortgaged  property  as  a 
principal  residence  until  the  mortgage  is 
preparid  in  full  or  becomes  due  and 
payable  under  §  206.27(c).  Interest 
accrues  at  an  interest  rate  initially 
agreed  upon  by  the  mortgagee  and  the 
mortgagor,  and  adjusted  as  described  in 
paragraph  (d).  The  interest  and  MIP 
charged  on  the  outstanding  principal  of 


the  mortgage  may  be  added  to  die 
outstanding  principal  balance 
periodically  as  provided  in  the 
mortgage. 

(c)  Shared  appreciation.  Adjustable 
rate  mortgages  may  not  provide  for 
shared  appreciation. 

(d)  Changes  in  interest  rate.  The 
interest  rate  shall  be  adjusted  as 
provided  in  S  203.49  (a),  (c).  and  (e)  of 
this  chapter,  except  that  the  reference  to 
“mortgagor’s  first  debt  service  payment’’ 
in  §  203.49(c)  shall  mean  “mortgagee’s 
first  payment  after  the  initial  payment 
described  in  §  206.25(a).” 

(e)  Disclosures.  (1)  The  mortgagee 
must  provide  a  disclosure  to  the 
mortgagor  at  least  25  days  before  any 
adjustment  to  the  interest  rate.  The 
disclosure  must  include  the  new 
mortgage  interest  rate  and  the  current 
index  interest  rate  value.  (2)  Compliance 
with  the  disclosure  requirements  of  the 
Board  of  Governors  of  the  Federal 
Reserve  Board  System  in  12  CFR  Part 
226  shall  be  required  and  shall 
constitute  compliance  with  this 
paragraph. 

§  206.23  Line  of  credit  mortgages. 

(a)  General.  A  line  of  credit  mortgage 
provides  a  line  of  credit  to  a  mortgagor 
who  may  receive  payments  as  long  as 
the  cumulative  payments  (less  any 
partial  prepayment  of  principal),  plus 
the  accrued  interest  and  MIP  are  less 
than  the  principal  limit.  Repayment  is 
deferred  as  long  as  the  mortgagor 
occupies  the  mortgaged  property  as  a 
principal  residence  until  the  mortgage  is 
prepaid  in  full  or  becomes  due  and 
payable  earlier  under  §  206.27(c). 

Interest  accrues  at  a  fixed  or  adjustable 
rate  as  agreed  upon  by  the  mortgagor 
and  the  mortgagee.  Interest  and  the  MIP 
charged  on  the  outstanding  principal  of 
the  mortgage  shall  be  added  to  the 
outstanding  principal  balance 
periodically  as  provided  in  the 
mortgage. 

(b)  Changes  in  interest  rate.  For 
adjustable  rate  line  of  credit  mortgages, 
the  interest  rate  for  subsequent  draws 
on  the  line  of  credit  shall  be  adjusted  as 
provided  in  §  203.49  (a),  (c)  and  (e)  of 
this  chapter,  except  that  the  reference  to 
“mortgagor’s  first  debt  service  payment” 
in  §  203.49(c)  shall  mean  “mortgagee’s 
initial  payment  described  in 

§  206.25(a).” 

(c)  Disclosures.  For  adjustable  rale 
line  of  credit  mortgages  (1)  The 
mortgagee  must  provide  pre-loan 
disclosures  as  provided  in  §  203.49(f)  (1), 
(2)  and  (3)  of  this  chapter.  (2)  The 
mortgagee  must  provide  a  disclosure  to 
the  morgagor  at  least  25  days  before  any 
adjustment  to  the  interest  rate.  The 
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disclosure  must  include  the  new 
mortgage  interest  rate  and  the  current 
index  interest  rate  value.  (3)  The 
Secretary  may  accept  compliance  with 
the  applicable  disclosure  requirements 
of  the  Board  of  Governors  of  the  Federal 
Reserve  Board  System  in  12  CFR  226  as 
a  substitute  for  compliance  with  all  or 
part  of  this  requirement. 

(d)  Shared  appreciation.  Line  of  credit 
mortgages  may  not  provide  for  shared 
appreciation. 

§  206.25  Initial  payment 

(a)  Initial  payment.  A  mortgage 
described  in  S§  206.19  or  206.21  may 
provide  for  an  initial  payment  in 
addition  to  the  equal  monthly  payments. 
The  initial  payment  shall  not  exceed  an 
amount  equal  to  the  sum  of  fees  and 
charges  allowed  under  $  206.31; 
estimated  costs  of  repairs  needed  to 
conform  the  dwelling  to  standards 
prescribed  by  the  Secretary;  and  an 
additional  amount  agreed  to  by  the 
mortgagor  and  mortgagee.  The  initial 
payment  may  be  used  to  discharge  any 
existing  liens,  or  to  make  repairs,  not  to 
exceed  ten  percent  of  the  lesser  of  the 
appraised  value  of  the  property  or  the 
maximum  FHA  claim  amount. 

(b)  Refinancing.  If  reservations  of 
authority  are  available,  the  mortgagor 
may  rehnance  an  existing  mortgage 
insured  under  this  part.  Notwithstanding 
the  provisions  of  paragraph  (a)  which 
limit  the  initial  payment,  the  initial 
payment  under  the  reHnancing  mortgage 
shall  not  exceed  the  amount  necessary 
to  pay  the  existing  mortgage  in  full  and 
fees  and  charges  allowed  under  §  206.31. 

§  206.27  Mortgage  provisions. 

(a)  Form.  The  mortgage  shall  be  in  a 
form  meeting  the  requriements  of  the 
Secretary. 

(b)  Provisions.  The  mortgage  shall 
explain  how  payments  will  be  made  to 
the  mortgagor,  how  interest  will  be 
charged  and  when  the  mortgage  will  be 
due  and  payable.  It  shall  also  contain 
provisions  on  the  following  matters: 

(1)  Payments  by  the  mortgagee  shall 
be  due  on  the  Hrst  of  each  month,  except 
for  line  of  credit  mortgages.  A  line  of 
credit  mortgage  payment  shall  be  due 
within  five  business  days  after  the 
mortgagee  has  received  a  written 
request  for  payment  by  the  mortgagor. 

(2)  The  mortgagor  shall  maintain 
hazard  insurance  on  the  property  in  an 
amount  acceptable  to  the  Secretary. 

(3)  The  mortgagor  shall  not  participate 
in  a  real  estate  tax  deferral  program,  if 
any  liens  created  by  the  tax  deferral  are 
not  subordinate  to  the  insured  mortgage 
and  the  second  mortgage  held  by  the 
Secretary.  (See  $  206.27(e]). 
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(4)  A  mortgage  may  be  prepaid  in  full 
or  in  part  in  accordance  with  §  206.209. 

(5)  The  mortgagor  must  keep  the 
property  in  good  repair,  and  cause  any 
repairs  required  imder  $  206.47  to  be 
completed  upon  a  schedule  acceptable 
to  the  Secretary. 

(6)  The  mortgagor  must  pay 
assessments  in  a  timely  manner. 

(7)  If  the  mortgagor  elects  to  have  the 
mortgagee  escrow  funds  for  taxes, 
hazard  insurance,  ground  rents,  and 
assessments,  the  mortgage  shall  contain 
provisions  governing  escrow 
requirements.  If  the  mortgagor  does  not 
elect  to  have  the  mortgagee  escrow  such 
funds,  the  mortgagor  shall  agree  to  pay 
these  bills  in  a  timely  manner.  The 
mortgagee  shall  reserve  the  right  to  cure 
the  mortgagor's  failure  to  pay  such  bills 
in  a  timely  manner. 

(8)  The  mortgagor  shall  be  charged  for 
the  payment  of  MIP. 

(9)  The  mortgagee  shall  pay  a  late 
charge  to  the  mortgagor  for  any  late 
payment.  The  charge  shall  be  in  an 
amount  equal  to  10  percent  of  the  entire 
payment,  including  any  portion  paid  into 
an  escrow  account. 

(10)  The  mortgagor  shall  not  be  liable 
for  any  debt  remaining  after  the  sale  of 
the  mortgaged  property  or  the  payment 
of  the  insurance  benefits.  The  mortgagee 
shall  not  be  permitted  to  obtain  a 
deficiency  judgment  against  the 
mortgagor  if  the  property  is  foreclosed. 

(11)  If  the  mortgage  is  assigned  to  the 
Secretary,  the  mortgagor  shall  not  be 
liable  for  any  difference  between  the 
insurance  benefits  paid  to  the  mortgagee 
and  the  outstanding  indebtedness, 
including  accrued  interest,  owed  by  the 
mortgagor  at  the  time  of  the  assignment. 

(12)  U  the  mortgage  includes  shared 
appreciation,  the  mortgage  shall  provide 
for  a  cap  on  the  net  appreciated  value 
and  the  effective  interest  rate  that  can 
be  earned  in  the  year  in  which  the 
property  is  sold. 

(13)  *1110  mortgagor  or  his/her  personal 
representative  agrees  to  allow 
appraisers  onto  the  property  in  order  to 
determine  its  fair  market  value  for  the 
purposes  established  under  Subpart  C. 

(14)  The  mortgagor  may  convert  a 
term  mortgage  to  a  line  of  credit 
mortgage. 

(15)  'The  cost  of  an  appraisal  under 
S  206.125(b)  may  be  added  to  the 
principal  balance  of  the  mortgage. 

(c)  Date  the  mortgage  comes  due  and 
payable.  (1)  The  mortgage  shall  be  due 
and  payable  if  (i)  a  mortgagor  occupying 
the  property  as  a  principal  residence 
dies  and  no  surviving  mortgagor 
occupies  the  property  as  a  principal 
residence,  or  (ii)  a  mortgagor  conveys  all 
of  his  or  her  title  in  the  property  and  no 
other  mortgagor  retains  title  to  the 


property  in  fee  simple  or  on  a  leasehold 
interest  as  set  forth  in  §  206.45(a). 

(2)  The  mortgagee  shall  inform  the 
Secretary  of  the  occurrence  of  any  of  the 
following,  and  the  mortgage  shall  be  due 
and  payable  upon  approval  of  the 
Secretary:  (i)  A  mortgagor  ceases  to 
occupy  the  property  as  a  principal 
residence  for  reasons  other  than  death, 
or  illness  or  other  physical  infirmity,  and 
no  other  mortgagor  occupies  the 
property  as  a  principal  residence;  (ii)  a 
mortgagor  fails  to  occupy  the  property 
for  more  than  12  months  because  of 
illness  or  other  physical  infirmity  and  no 
other  mortgagor  occupies  the  property 
as  a  principal  residence;  (iii)  the 
property  is  in  disrepair;  or  (iv)  an 
obligation  of  the  mortgagor  under  the 
mortgage  is  not  performed. 

(d)  Line  of  credit  mortgages.  In 
addition  to  other  provisions  set  forth  in 
this  section,  a  line  of  credit  mortgage 
shall  require  the  mortgagee  to  inform  the 
mortgagor  of  the  following  when  a 
payment  is  made: 

(1)  The  cumulative  principal  balance, 
including  accrued  interest  and  mortgage 
insurance  premiums; 

(2)  The  principal  limit  for  the  current 
month;  and 

(3)  The  remaining  amoimt  available 
for  payment  (i.e.,  the  difference  between 
(1)  and  (2). 

(e)  Second  mortgage  to  Secretary.  A 
second  mortgage  to  secure  any 
payments  by  the  Secretary  as  provided 
in  §  206.121(c)  must  be  given  to  the 
Secretary  before  the  first  mortgage  is 
endorsed  for  insurance.  The  second 
mortgage  shall  be  junior  only  to  the 
insured  mortgage  and  in  a  form  meeting 
the  requirements  of  the  Secretary  and 
shall  be  similar  to  the  insured  mortgage. 
The  mortgagee  shall  pay  all  expenses  of 
preparing  and  recording  the  second 
mortgage. 

S  206.29  Payments  to  the  mortgagor. 

(a)  Calculation  of  payments. — (1) 
Fixed  rate  and  adjustable  rate  tenure 
mortgages.  Using  the  factors  or 
computer  model  provided  by  the 
Secretary,  the  maximum  monthly 
payment  to  a  mortgagor  shall  be 
calculated  based  on  the  age  of  the 
youngest  mortgagor,  the  expected 
average  mortgage  interest  rate,  any 
initial  payment  imder  §  206.25,  and  the 
lesser  of  the  appraised  value  of  the 
property  or  the  maximum  FHA  claim 
amount. 

(2)  Fixed  rate  and  adjustable  rate 
term  mortgages.  Using  the  factors  or 
computer  model  provided  by  the 
Secretary,  the  monthly  payment  to  the 
mortgagor  shall  be  calculated  so  that  the 
sum  of  the  following  shall  equal  no  more 
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than  the  principal  limit  at  the  end  of  the 
fixed  term  of  the  mortgage: 

(i)  An  initial  payment  under  §  206.25, 

(ii)  All  monthly  payments  due  through 
the  term  of  the  mortgage, 

(iii)  All  MIP  due  through  the  term  of 
the  mortgage,  and 

(iv)  All  interest  on  (i),  (ii),  and  (iii) 
paid  or  accrued  through  the  fixed  term 
of  the  mortgage.  The  expected  average 
mortgage  interest  rate  shall  be  used  for 
determining  the  principal  limit. 

(3)  Fixed  rate  and  adjustable  rate  line 
of  credit  mortgages.  Under  a  line  of 
credit  mortgage,  a  mortgagor  may  obtain 
payments  at  times  and  in  amounts 
determined  by  the  mortgagor  whenever 
the  payments  plus  accrued  interest  and 
MIP  (less  any  partial  prepayment  of 
principal)  is  less  than  the  principal  limit 
for  the  month  in  which  the  payment  is 
drawn.  No  additional  payments  may  be 
obtained  once  the  principal  limit  is 
reached. 

(b)  Cessation  of  payments.  Monthly 
payments  under  a  tenure  mortgage 
described  in  §§  206.19(a)  or  206.21(a) 
may  be  stopped  and  restarted  at  the 
mortgagor’s  request.  The  mortgagee  may- 
charge  a  fee  of  no  more  than  $15  for 
each  request. 

(c)  Conversion.  (1)  A  mortgagor 
receiving  monthly  payments  imder  a 
fixed  rate  or  adjustable  rate  term 
mortgage  may  convert  the  mortgage  to  a 
line  of  credit  mortgage.  A  fixed  rate  term 
mortgage  may  only  be  converted  to  a 
fixed  rate  line  of  credit  mortgage.  An 
adjustable  rate  term  mortgage  may  only 
be  converted  to  an  adjustable  rate  line 
of  credit  mortgage. 

(2)  Upon  the  request  by  the  mortgagor 
to  convert  the  mortgage,  the  mortgagee 
shall  inform  the  mortgagor  of  the  current 
principal  balance  and  the  principal  limit 
for  the  month  in  which  the  conversion  is 
made.  Mortgagees  must  emphasize  to 
mortgagors  who  previously  elected 
under  §  206.205  to  have  the  mortgagee 
escrow  funds  for  payments  as  set  forth 
in  §  206.27(b)(7)  that  the  mortgagors 
shall  be  responsible  for  making  such 
payments  under  line  of  credit  mortgages. 
The  mortgagee  shall  refund  to  the 
mortgagor  all  sums  held  in  escrow 
accounts  pursuant  to  the  mortgagor’s 
election  under  §  206.205. 

(d)  Mortgage  amount  continues  to 
increase.  Notwithstanding  the  principal 
limit,  the  mortgage  shall  be  due  and 
payable  only  as  provided  in  §  206.27(c). 
The  amount  owed  under  the  mortgage, 
including  accrued  interest  and  MIP, 
shall  continue  to  increase  until  the 
mortgage  is  either  prepaid  in  full  or 
becomes  due  and  payable  as  provided 
in  §  206.27(c). 

(e)  No  minimum  mortgage  principal.  A 
mortgagee  shall  not  require,  as  a 
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condition  of  providing  a  mortgage  loan 
secured  by  a  mortgage  insured  under 
this  part,  that  the  monthly  payments 
under  a  term  or  tenure  mortgage  or 
draws  under  a  line  of  credit  mortgage  of 
the  mortgage  exceed  a  minimum  amount 
established  by  the  mortgagee. 

(f)  Start  of  payments.  For  a  tenure  or 
term  mortgage,  the  mortgagee  shall  start 
making  the  monthly  payments  to  the 
mortgagor  on  the  first  day  of  the  month 
after  the  execution  of  the  mortgage. 

§  206.31  Allowable  charges  and  fees. 

The  mortgagee  may  collect,  either  in 
cash  at  the  tme  of  settlement  or  through 
an  initial  payment  under  the  mortgage, 
the  following  charges  and  fees  incurred 
in  connection  with  the  origination  of  the 
mortgage  loan: 

(a)  Loan  origination  fee.  A  charge  to 
compensate  the  mortgagee  for  expenses 
incurred  in  originating  and  closing  the 
mortgage  loan:  Provided,  that  the 
Secretary  may  establish  limitations  on 
the  amount  of  any  such  charge  which 
can  be  included  in  the  mortgage  loan. 

(b)  Other  charges  and  fees. 

Reasonable  and  customary  amounts,  but 
not  more  than  the  amount  actually  paid 
by  the  mortgagee,  for  any  of  the 
following  items: 

(1)  Recording  fees  and  recording 
taxes,  or  other  charges  incident  to  the 
recordation  of  the  insured  mortgage; 

(2)  Credit  report; 

(3)  Survey,  if  required  by  the 
mortgagee  or  the  mortgagor; 

(4)  Title  examination; 

(5)  Mortgagee’s  title  insurance; 

(6)  Fees  paid  to  an  appraiser  approved 
by  the  Secretary  for  the  initial  appraisal 
of  the  property;  and 

(7)  Such  other  charges  as  may  be 
authorized  by  the  Secretary. 

Eligible  Mortgagors 

§  206.33  Age  of  mortgagor. 

The  youngest  mortgagor  shall  be  62 
years  of  age  or  older  at  the  time  the 
mortgagee  submits  the  application  for 
insurance  under  §  206.15. 

§  206.35  Title  held  by  mortgagor. 

The  mortgagor  shall  hold  title  to  the 
entire  property  which  is  the  security  for 
the  mortgage.  If  there  are  multiple 
mortgagors,  all  the  mortgagors  must 
collectively  hold  title  to  the  entire 
property  which  is  the  security  for  the 
mortgage. 

§  206.37  Credit  standing. 

Each  mortgagor  must  have  a  general 
credit  standing  satisfactory  to  the 
Secretary. 


§206.39  Principal  residence. 

The  mortgagor  must  occupy  the 
dwelling  as  his  or  her  principal  place  of 
residence.  If  there  are  multiple 
mortgagors,  each  mortgagor  must 
occupy  the  dwelling  as  his  or  her 
principal  place  of  residence. 

§  206.41  Counseling. 

(a)  List  provided.  At  the  time  of  the 
initial  contact  with  the  prospective 
mortgagor,  the  mortgagee  shall  give  the 
mortgagor  a  list  of  the  names  and 
addresses  of  counselors  which  have 
been  approved  by  the  Secretary  as 
responsible  and  able  to  provide  the 
information  described  in  paragraph  (b). 
Each  mortgagor  must  receive  counseling. 

(b)  Information  to  be  provided. 
Counselors  shall  discuss  the  following 
information  with  the  mortgagor 

(1)  Options  other  than  a  home  equity 
conversion  mortgage,  includng  a 
mortgage  insured  under  this  part  that 
are  available  to  the  mortgagor,  including 
other  housing,  social  service,  health,  and 
financial  options; 

(2)  Other  home  equity  conversion 
options  that  are  or  may  become 
available  to  the  mortgagor,  such  as  sale- 
leaseback  financing,  deferred  payment 
loans,  and  property  tax  deferral; 

(3)  The  financial  implications  of 
entering  into  a  home  equity  conversion 
mortgage,  including  a  mortgage  insured 
under  this  part; 

(4)  A  disclosure  that  a  home  equity 
conversion  mortgage,  including  a 
mortgage  insured  under  this  part,  may 
have  tax  consequences,  affect  eligibility 
for  assistance  under  Federal  and  State 
programs,  and  have  an  impact  on  the 
estate  and  heirs  of  the  homeowner,  and 

(5)  Any  other  information  the 
Secretary  may  require. 

(c)  Certificate.  The  counselor  will 
provide  each  mortgagor  with  a 
certificate  stating  that  the  mortgagor  has 
received  counseling.  Each  mortgagor 
shall  provide  the  mortgagee  with  a  copy 
of  the  certificate. 

§  206.43  Disclosure. 

(a)  Notice  of  rights  and  obligations.  At 
least  ten  days  prior  to  the  execution  of 
the  mortgage,  Ae  mortgagee  shall 
provide  each  mortgagor  with  an 
unsigned  copy  of  the  mortgage.  The 
mortgagee  shall  identify  and  explain  to 
each  mortgagor  the  principal  provisions 
of  the  mortgage. 

(b)  Written  explanation  of  payment. 
At  the  same  time  the  mortgagor  receives 
the  information  contained  in  paragraph 
(a),  the  mortgagee  shall  give  to  each 
mortgagor  an  unsigned,  written 
explanation  prepared  by  the  Secretary 
of  the  procedures  to  be  followed  to 
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ensure  that  timely  payments  are  made 
by  the  mortgagee.  After  the  mortgage  is 
executed  and  the  mortgage  insurance 
certiHcate  is  issued,  the  Secretary  will 
provide  a  signed,  written  explanation  of 
the  procedures,  pursuant  to  §  206.119. 

Eligible  Properties 

§  206.45  Eligible  properties. 

(a)  Title.  A  mortgage  must  be  on  real 
estate  held  in  fee  simple,  or  on  a 
leasehold  having  a  remaining  period  of 
not  less  than  10  years  beyond  the  date 
of  the  100th  birthday  of  the  mortgagor 
or,  if  there  are  multiple  mortgagors,  the 
youngest  mortgagor.  The  mortgagee 
shall  submit  to  the  Secretary  with  the 
application  for  insurance  satisfactory 
title  evidence  showing  the  insured 
mortgage  and  the  second  mortgage  to 
the  Secretary  (pursuant  to  §  206.27(e))  as 
valid  first  and  second  liens, 
respectively.  The  title  evidence  shall 
meet  the  requirements  of  §  203.385(b)  of 
this  chapter.  The  mortgagee  shall  pay 
for  title  evidence  for  the  second 
mortgage. 

(b)  Type  of  property.  The  property 
shall  include  a  dwelling  designed 
principally  as  a  one-family  residence. 

The  dwelling  may  be  connected  with 
other  dwellings  by  a  party  wall  or 
otherwise.  A  condominium  unit  or  a  unit 
in  a  cooperative  housing  development, 
designed  for  one-family  occupancy, 
shall  also  be  an  eligible  property. 

(c)  Flood  insurance  and  property 
location.  The  provisions  of  §  203.16a  of 
this  chapter  pertaining  to  flood 
insurance  and  §  203.40  of  this  chapter 
pertaining  to  the  location  of  the  property 
are  also  appUcable  to  this  Part  206. 

(d)  Lead-based  paint  poisoning 
prevention.  If  the  appraiser  of  a  dwelling 
constructed  prior  to  1976  finds  defective 
paint  surfaces,  §  200.810(d)  shall  apply 
unless  the  mortgagor  certifies  that  no 
child  who  is  less  than  seven  years  of  age 
resides  or  is  expected  to  reside  in  the 
dwelling. 

§  206.47  Property  standards;  repair  work. 

(a)  Need  for  repairs.  Properties  must 
meet  the  property  standards  of  the 
Secretary  in  order  to  be  eligible. 
Properties  which  do  not  meet  the 
property  standards  must  be  repaired  in 
order  to  ensure  that  the  repaired 
property  will  serve  as  adequate  security 
for  the  insured  mortgage.  The  mortgagee 
shall  exercise  supervision  over  the 
reptairs  made  to  the  property. 

(b)  Assurance  that  repairs  are  made. 
The  mortgage  loan  may  be  closed  before 
the  repair  work  is  started  if  the 
mortgagor  and  mortgagee  enter  into  a 
repair  loan  agreement  approved  by  the 
Secretary  which  governs  advances 


made  by  the  mortgagee  during  the 
repairs  to  the  property. 

(c)  Role  of  mortgagee.  The  mortgagee 
shall  cause  an  inspection  of  the  property 
to  be  made  at  periodic  intervals  by  an 
inspector  approved  by  the  Secretary  in 
order  to  ensure  that  the  work  is 
satisfactory,  and  prior  to  the  release  of 
funds  to  the  contractor  performing  the 
repairs.  The  mortgagee  shall  hold  back  a 
portion  of  the  contract  price  attributable 
to  the  work  done  at  each  interval,  and 
the  total  of  the  hold  backs  will  be 
released  after  the  final  inspection  and 
approval  of  the  release  of  the  mortgagee, 
liie  mortgagee  shall  ensure  that  all 
mechanics’  and  materialman’s  liens  are 
released  of  record.  A  fee  as  established 
in  §  206.31(a)  may  be  charged  by  the 
mortgagee  as  compensation  for 
administration  of  the  repair  loan 
agreement. 

§  206.49  Eligibility  of  mortgage*  Involving 
dwelling  unit  in  a  cooperative  housing 
development 

A  mortgage  involving  a  dwelling  unit 
in  a  cooperative  housing  development 
which  meets  the  requirements  of  this 
subpart  except  as  modified  by  this 
section,  shall  be  eligible  for  insurance. 

(a)  Definitions.  As  used  in  connection 
with  the  insurance  of  mortgages  under 
this  part: 

(1)  “Corporation"  means  an 
organization  which  holds  title  to  a 
cooperative  housing  development 

(2)  “Corporate  certificate”  means  such 
stock  certificates,  membership 
certificates,  or  other  instruments  which 
the  laws  of  the  )urisdictions  in  which  the 
cooperative  housing  development  is 
located  require  to  evidence  ownership 
of  a  specified  interest  in  the  corporation. 

(3)  “Occupancy  certificate"  means  a 
written  instrument  provided  by  the 
corporation  to  each  holder  of  a 
corporation  certificates  which  grants  an 
exclusive  right  of  possession  of  a 
specific  dwelling  unit  in  the  cooperative 
housing  development. 

(4)  References  in  this  part  to  a 
dwelling,  residence  or  property  which  is 
sold,  acquired  or  conveyed  by  any 
means  (including  foreclosure  or  deed  in 
lieu  of  foreclosure)  which  is  covered  by 
a  mortgage  or  subject  to  a  lien  shall  be 
construed  to  include  the  corporate 
certificate  together  with  the  occupancy 
agreement,  imless  it  is  clear  that  a 
reference  to  the  dwelling  unit  means  the 
dwelling  unit  referenced  in  the 
occupancy  certificate. 

(b)  Eligibility  of  cooperative  housing 
development  mortgages.  The  provisions 
of  §  203.43c  (c),  (d),  (e),  and  (1)  of  this 
chapter  shall  be  applicable  to  mortgages 
that  meet  the  requirements  of  this 
section,  except  that  references  to  section 


203(n)  of  the  National  Housing  Act  shall 
mean  section  255  of  the  National 
Housing  Act. 

(c)  Adjustment  for  blanket  mortgage. 

In  calculating  the  payments  to  the 
mortgagor  under  §  206.29,  mortgagees 
must  reduce  the  appraised  value  of  the 
property  by  an  amount  equal  to  the 
portion  of  the  unpaid  balance  of  the 
blanket  mortgage  covering  the 
cooperative  development  which  is 
attributable  to  the  dwelling  unit  the 
mortgagor  is  entitled  to  occupy  as  of  the 
date  the  commitment  is  issued. 

(d)  Title  evidence.  The  mortgagee 
shall  submit  title  evidence,  as  required 
under  §  206.45(a),  showing  (1)  that  the 
mortgagor  has  good  and  marketable  title 
to  the  corporate  certificate  and  the 
exclusive  right  of  possession  of  the 
dwelling  unit,  and  (2)  that  the  insured 
mortgage  and  the  second  mortgage  to 
the  Secretary  (pursuant  to  §  206.27(e)) 
are  valid  first  and  second  liens, 
respectively. 

§  206.51  Eligibility  of  mortgag**  involving 
a  dweinng  unit  in  a  condominhinu 

If  the  mortgage  involves  a  dwelling 
unit  in  a  condominium,  the  project  in 
which  the  unit  is  located  shall  have  been 
committed  to  a  plan  of  condominium 
ownership  by  deed,  or  other  recorded 
instrument,  diat  is  acceptable  to  the 
Secretary. 

Subpart  C— Contract  Rights  and 
Obligations  Sale,  Assignment  and 
Pledge 

§  206.101  Sate,  assignment  and  pledge  of 
insured  mortgages. 

The  provisions  of  §§  203.430  through 
203.435  of  this  chapter  shall  be 
applicable  to  mortgages  eligible  for 
insurance  under  this  part. 

Mortgage  Insurance  Premiums 

§206.103  Payment  of  MIP. 

The  pajnnent  of  any  MIP  under  this 
subpart  shall  be  made  to  the  Secretary 
by  the  mortgagee  either  in  cash  or 
debentures  at  par  plus  accrued  interest. 
The  mortgagee  shall  pay  the  MIP  to  the 
Secretary  until  the  contract  of  insurance 
is  terminated. 

§206.105  Amount  of  IMP. 

(a)  Initial  MIP.  The  mortgagee  shall 
pay  to  the  Secretary  an  initial  MIP  of 
two  percent  of  the  lesser  of  the 
appraised  value  of  the  property  or  the 
maximum  FHA  claim  amount. 

(b)  Annual  MIP.  After  payment  of  the 
initial  MIP,  the  mortgagee  shall  pay  to 
the  Secretary  an  annual  MIP  in  an 
amount  equal  to  one-half  of  one  percent 
of  the  average  outstanding  mortgage 
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principal  balance  (including  accrued 
interest  and  MIP)  for  the  twelve-month 
period  preceding  each  subsequent 
anniversary  date  of  the  closing  of  the 
mortgage. 

§  206.107  Mortgagee  election  of 
assignment  or  coinsurance  option. 

(a)  Election  of  option.  Before  the 
mortgage  is  submitted  for  insurance 
endorsement,  the  mortgagee  shall  elect 
either  the  assignment  option  or  the 
coinsurance  option. 

(1)  Under  the  assignment  option,  the 
mortgagee  shall  have  the  option  of 
assigning  the  mortgage  to  the  Secretary 
at  the  time  that  the  principal  balance, 
including  accrued  interest  and  MIP, 
equals  the  lesser  of  the  initial  appraised 
value  of  the  property  or  the  maximum 
FHA  claim  amount,  if  the  mortgagee  is 
current  in  making  the  required  payments 
under  the  mortgage  to  the  mortgagor,  the 
mortgagee  is  current  in  its  payment  of 
the  MIP  (and  late  charges  and  interest 
on  the  if  any)  to  the  Secretary,  the 
mortgage  is  not  due  and  payable  under 

§  206.27(c)(1),  and  (i)  the  mortgagee  has 
not  informed  the  Secretary  of  an  event 
described  in  S  206.27(c)(2),  or  (ii)  the 
Secretary  has  been  so  informed  but  has 
denied  approval  for  the  mortgage  to  be 
due  and  payable.  See  §  206.123(a)(1). 

At  the  mortgagee’s  option,  the 
mortgagee  may  forego  assignment  of  the 
mortgage  and  hie  a  claim  under  any  of 
the  circumstances  described  in 
§  206.123(a)  (2)-(5). 

(2)  Under  the  coinsurance  option,  the 
mortgagee  may  not  assign  a  mortgage  to 
the  ^cretary  unless  the  mortgagee  fails 
to  make  payments  (§  206.123(a)(2)),  but 
shall  only  be  required  to  pay  a  reduced 
annual  MIP  to  the  Secretary.  The 
mortgagee  shall  collect  horn  the 
mortgagor  the  full  amount  of  the  annual 
MIP  provided  in  §  206.105(b)  but  shall 
retain  a  portion  of  the  annual  MIP  paid 
by  the  mortgagor  as  compensation  for 
the  default  risk  assumed  by  the 
mortgagee.  The  portion  of  the  MIP  to  be 
retained  by  the  mortgagee  shall  be 
determined  by  the  Secretary  as 
calculated  in  §  206.109.  For  a  particular 
mortgage,  the  applicable  portion  shall  be 
determined  as  of  the  date  of  the 
commitment.  The  mortgagee  retains  the 
right  to  flle  a  claim  under  any  of  the 
circumstances  described  in  §  206.123(a) 
(2H5). 

(b)  No  election.  Shared  appreciation 
tenure  mortgages  shall  be  insured  by  the 
Secretary  only  under  the  coinsurance 
option. 

§  206.109  Amount  of  coinsurance 
premiums. 

Using  the  factors  or  computer  model 
provided  by  the  Secretary,  the  amount 


of  the  coinsurance  premium  shall  be 
determined  for  each  mortgage  based 
upon  the  age  of  the  youngest  mortgagor, 
the  expected  average  mortgage  interest 
rate,  and  the  lesser  of  the  appraised 
value  of  the  property  or  the  maximum 
FHA  claim  amount. 

§206.111  Due  date  Of  MIP. 

(a)  Initial  MIP.  The  mortgagee  shall 
pay  the  initial  MIP  to  the  Secretary 
within  fifteen  days  of  closing  and  as  a 
condition  to  the  endorsement  of  the 
mortgagee  for  insurance. 

(b)  Annual  MIP.  For  tenure  and  term 
mortgages,  each  annual  MIP  shall  be 
due  to  Ae  Secretary  on  the  anniversary 
date  of  the  closing  of  the  mortgage.  For 
line  of  credit  mortgages,  each  annual 
MIP  shall  be  due  to  the  Secretary  30 
days  after  the  anniversary  date  of  the 
closing  of  the  mortgage. 

§206.113  Late  Charge  and  Interest 

(a)  Late  charge.  Any  MIP  remitted  to 
the  ^cretary  after  the  payment  date 
prescribed  in  §  206.111  shall  include  a 
late  charge  of  four  percent  of  the  amount 
paid. 

(b)  Interest  In  addition  to  any  late 
charge  provided  in  paragraph  (a)  of  this 
section,  the  mortgagee  shall  pay  interest 
on  any  MIP  remitted  to  the  Secretary 
more  than  20  days  after  the  payment 
dates  prescribed  in  §  206.111.  Such 
interest  rate  shall  be  paid  at  a  rate  set  in 
conformity  with  the  Treasury  Fiscal 
Requirements  Manual. 

§206.115  Pro  rata  payment  of  periodic 
MIP. 

(a)  Pro  rata  payment  required.  If  the 
insurance  contract  is  terminated  after 
the  first  year  of  the  mortgage,  the 
mortgagee  shall  pay  a  portion  of  the 
current  annual  MIP  prorated  bom  the 
due  date  of  the  last  annual  MIP  to  the 
date  of  termination. 

(b)  Pro  rata  payment  not  required.  A 
pro  rata  payment  of  the  MIP  shall  not  be 
required  if  the  insurance  contract  is 
terminated  during  the  Hrst  year  of  the 
mortgage  and  before  the  first  payment  of 
the  annual  MIP  is  due. 

HUD  Responsibility  to  Mortgagors 

§206.117  General. 

The  Secretary  is  required  by  statute  to 
take  any  action  necessary  to  provide  a 
mortgagor  with  funds  to  which  the 
mortgagor  is  entitled  under  the  insured 
mortgage  and  which  the  mortgagor  does 
not  receive  because  of  the  default  of  the 
mortgagee.  The  Secretary  will  hold  a 
second  mortgage  to  secure  repa3mient 
by  the  mortgagor,  see  §  206.27(e) 


§  206.119  Written  explanation  of  payment 
to  mortgagor. 

When  the  mortgage  is  insured,  the 
Secretary  shall  provide  the  mortgagor 
with  a  written  explanation  of 
procedures  to  ensure  that  all  of  the 
funds  described  in  §  206.117  will  be 
received  by  the  mortgagor,  or  paid  to  a 
third  party  on  behalf  of  the  mortgagor. 
The  explanation  shall  specify  (a)  the 
HUD  office  to  contact  in  case  of  a  late 
payment,  and  (b)  the  procedures  which 
the  mortgagor  must  follow  to  make  a 
request  for  payment  by  the  Secretary. 

§  206.121  Secretary  authorized  to  make 
payments,  obtain  lien. 

(a)  Investigation.  The  Secretary  will 
investigate  all  requests  for  payment  by  a 
mortgagor.  If  the  Secretary  determines 
that  the  mortgagee  is  unable  or 
unwilling  to  make  all  payments  required 
under  the  mortgage,  including  late 
charges,  the  Secretary  shall  pay  such 
payments  and  late  charges  to  the 
mortgagor. 

(b)  Reimbursement  or  assignment 
The  Secretary  may  demand  that  within 
30  days  the  mortgagee  reimburse  the 
Secretary,  with  interest  from  the  date  of 
payment  by  the  Secretary,  or  assign  the 
insured  mortgage  to  the  Secretary. 
Interest  shall  be  paid  at  a  rate  set  in 
conformity  with  the  Treasury  Fiscal 
Requirements  Manual.  If  the  mortgagee 
complies  with  the  demand  by 
reimbursement,  then  the  contract  of 
insurance  shall  not  be  affected.  If  the 
mortgagee  complies  by  assigning  the 
mortgage  for  record  within  30  days  of 
the  demand  or  such  additional  time  as 
may  be  approved  by  the  Secretary  in 
writing,  then  the  Secretary  shall  pay  an 
insurance  claim  as  provided  in 

§  206.129(e)(3)  and  assume  all 
responsibilities  of  the  mortgagee  under 
the  mortgage. 

If  the  mortgagee  fails  to  comply  with 
the  demand  within  30  days,  or  such 
additional  time  as  the  Secretary 
authorizes  in  writing,  the  contract  of 
insurance  will  terminate  as  provided  in 
§  206.133(c). 

(c)  Second  mortgage.  If  the  contract  of 
insurance  is  terminated  as  provided  in 

§  206.133(c),  all  payments  to  the 
mortgagor  by  the  Secretary  will  be 
secured  by  the  second  mortgage 
required  by  §  206.27(e).  Payments  shall 
be  due  and  payable  at  the  time  and  in 
the  amounts  which  would  have  been 
applicable  for  payments  under  the 
insured  first  mortgage.  The  Secretary 
shall  notify  the  mortgagor  if  pa3mients 
are  made  under  the  second  mortgage. 
Acceptance  of  such  payments  by  the 
mortgagor  shall  relieve  the  holder  of  the 
first  mortgage  of  any  further 
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responsibility  to  make  payments  to  the 
mortgagor.  The  liability  of  the  mortgagor 
under  the  Brst  mortgage  shall  be  limited 
to  payments  actually  made  by  the 
mortgagee  to  or  on  behalf  of  the 
mortgagor  (including  MIP),  and  shall 
exclude  accrued  interest,  whether  or  not 
it  has  been  included  in  the  mortgage 
principal,  and  share  appreciation,  if  any. 

Claim  Procedure 

§  206.123  Claim  procedures  in  general 

(a)  Claims.  Mortgagees  may  submit 
claims  for  the  payment  of  the  mortgage 
insurance  benefits  if: 

(1)  The  conditions  of  §  206.107(a)(1) 
pertaining  to  the  optional  assignment  of 
the  mortgage  by  the  mortgagee  have 
been  met  and  the  mortgagee  assigns  the 
mortgage  to  the  Secretary; 

(2)  The  mortgagee  is  unable  or 
unwilling  to  madce  the  payments  under 
the  mortgage  and  assigns  the  mortgage 
to  the  Secretary  pursuant  to  the 
Secretary's  demand,  as  provided  in 

§  206.121(b): 

(3)  The  mortgagor  sells  the  property 
for  less  than  the  mortgage  debt  and  the 
mortgagee  releases  the  mortgage  of 
recoM  to  facilitate  the  sale,  as  provided 
in  S  206.125(c); 

(4)  The  mo^agee  acquires  title  to  the 
property  by  foreclosure  or  a  deed  in  lieu 
of  foreclosure  and  sells  the  property  as 
provided  in  §  206.125(g),  for  an  amount 
which  does  not  satisfy  the  debt;  or 

(5)  The  mortgagee  forecloses  and  a 
bidder  other  than  the  mortgagee 
purchases  the  property  for  an  amount 
that  is  not  sufficient  to  satisfy  the  debt, 
as  provided  in  S  206.125(e). 

(b)  Expanded  definition  of  mortgagor. 
The  term  “mortgagor"  as  used  in  this 
subpart  shall  have  the  same  meaning  as 
stated  in  §  206.3,  except  that  in 
reference  to  a  sale  by  the  mortgagor,  the 
term  shall  also  mean  the  mortgagor's 
estate  or  personal  representative. 

§  206.125  Acquisition  and  sale  of  the 
property. 

(a)  Initial  action  by  the  mortgagee.  (1) 
The  mortgagee  shall  notify  the  Secretary 
whenever  the  mortgage  is  due  and 
payable  under  the  conditions  stated  in 
§  206.27(c)(1)  or  one  of  the  conditions 
stated  in  $  206.27(c)(2)  has  occurred. 

(2)  After  notifying  the  Secretary,  and 
receiving  approval  of  the  Secretary 
when  needed,  the  mortgagee  shall  notify 
the  mortgagor  that  the  mortgage  is  due 
and  payable.  The  mortgagee  shall 
require  the  mortgagor  to  (i)  pay  the 
outstanding  mortgage  balance,  including 
any  accrued  interest  and  MIP,  in  full;  (ii) 
sell  the  property  for  at  least  the 
appraised  value  as  determined  under 
§  206.125(b),  with  the  net  proceeds  of  die 
sale  to  be  applied  toward  the  mortgage 
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debt,  with  the  surplus,  if  any  going  to  the 
mortgagor;  or  (iii)  provide  the  mortgagee 
with  a  deed  in  lieu  of  foreclosure. 

The  mortgagor  shall  have  30  days  in 
which  to  comply  with  the  preceding 
sentence,  or  correct  the  matter  which 
resulted  in  the  mortgage  coming  due  and 
payable,  before  a  foreclosure  proceeding 
is  begun. 

(3)  Even  after  a  foreclosure 
proceeding  is  begun,  the  mortgagee  shall 
permit  the  mortgagor  to  correct  the 
condition  which  resulted  in  the  mortgage 
coming  due  and  payable  and  to  reinstate 
the  mortgage,  and  die  mortgage 
insurance  shall  continue  in  effect.  If  an 
appraisal  under  §  206.125(b)  has  been 
performed  or  foreclosure  initiated,  the 
cost  incurred  by  the  mortgagee  shall  be 
added  to  the  mortgage  debt.  The 
mortgagee  may  refiise  reinstatement  by 
the  mortgagor  if: 

(i)  The  mortgagee  has  accepted 
reinstatement  of  the  mortgage  within  the 
past  two  years  immediately  preceding 
the  current  notiAcation  to  the  mortgagor 
that  the  mortgage  is  due  and  payable; 

(ii)  Reinstatement  will  preclude 
foreclosure  if  the  mortgage  becomes  due 
and  payable  at  a  later  date;  or 

(iii)  Reinstatement  will  adversely 
aAect  the  priority  of  the  mortgage  lien. 

(b)  Appraisal.  The  property  shall  be 
appraised  at  the  time  the  mortgagor  is 
sent  the  notice  that  the  mortgage  is  due 
and  payable,  or  if  the  mortgagor 
requests  an  appraisal  in  connection  with 
a  pending  sale.  Tlie  mortgagee  shall 
notify  the  Secretary  to  cause  an 
appraisal  of  the  property  to  be  made, 
liie  Secretary  shall  inform  the 
mortgagee  and  the  mortgagor  in  writing 
of  the  appraised  value  of  the  property. 
The  appraisal  shall  be  at  the 
mortgagee's  expense. 

(c)  Sale  by  mortgagor.  Whether  or  not 
the  mortgage  is  due  and  payable,  the 
mortgagor  may  sell  the  property  for  at 
least  the  appraised  value  (determined 
under  §  206.125(b)).  If  the  mortgage  is 
due  and  payable  at  the  time  the  contract 
for  sale  is  executed,  the  mortgagor  may 
sell  the  property  for  up  to  Ave  percent 
under  the  appraised  value.  The 
mortgagee  shall  satisfy  the  mortgage  of 
recoil  (and  the  Secretary  will  satisfy 
the  mortgage  required  under  S  206.27(e) 
of  record)  in  order  to  facilitate  the  sale, 
provided  that  there  are  no  junior  liens  of 
record  (except  the  mortgage  to  secure 
payments  by  the  Secretary  under 

§  206.27(e))  and  all  the  net  proceeds 
from  the  sale  are  paid  to  the  mortgagee. 

(d)  Initiation  of  foreclosure.  (1)  The 
mortgagee  shall  commence  foreclosure 
of  the  mortgage  within  three  months  of 
giving  notice  to  the  mortgagor  that  the 
mortgage  is  due  and  payable,  or  within 


such  additional  time  as  may  be 
approved  by  the  Secretary. 

(2)  If  the  laws  of  the  State  in  which 
the  mortgaged  property  is  situated  do 
not  permit  the  commencement  of  the 
foreclosure  within  three  months  from  the 
date  of  the  notice  to  the  mortgagor  that 
the  notice  is  due  and  payable,  the 
mortgagee  shall  commence  foreclosure 
within  three  months  after  the  expiration 
of  the  time  during  which  such 
foreclosure  is  prohibited  by  such  laws. 

(3)  The  mortgagee  shall  give  written 
notice  to  the  Secretary  within  30  days 
after  the  initiation  of  foreclosure 
proceedings  of  such  initiation,  and  shall 
exercise  reasonable  diligence  in 
prosecuting  such  proceedings  to 
conclusion. 

(4)  The  mortgagee  shall  bid  at  the 
foreclosure  sale  an  amount  equal  to  the 
appraised  value  of  the  property. 

(e)  Other  bidders  at  foreclosure  sale. 

If  the  party  other  than  the  mortgagee  is 
the  successful  bidder  at  the  foreclosure 
sale,  the  net  proceeds  of  sale  shall  be 
applied  to  the  mortgage  debt. 

(f)  Deed  in  lieu  of  foreclosure.  (1)  In 
order  to  avoid  delays  and  additional 
expense  as  a  result  of  instituting  and 
completing  a  foreclosure  action,  the 
mortgagee  shall  accept  a  deed  in  lieu  of 
foreclosure  Aom  the  mortgagor  if  the 
mortgagee  is  able  to  obtain  good  and 
marketable  title  Atim  the  mortgagor. 

(2)  In  exchange  for  the  executed  and 
delivered  deed,  the  mortgagee  shall 
cancel  the  credit  instrument  and  deliver 
it  to  the  mortgagor  and  satisfy  the 
mortgage  of  record. 

(g)  Sale  of  the  acquired  property.  (1) 
Upon  acquisition  of  the  property  by 
purchase  at  appraised  value,  foreclosure 
or  deed  in  lieu  of  foreclosure,  the 
mortgagee  shall  make  diligent  efforts  to 
attempt  to  sell  the  property  within  six 
months  Atim  the  date  the  mortgagee 
acquired  the  property.  The  mortgagee 
shall  sell  the  property  for  an  amount  not 
less  than  the  appraised  value  (as 
provided  under  paragraph  (b)  of  this 
section)  unless  written  permission  is 
obtained  from  the  Secretary  authorizing 
a  sale  at  a  lower  price. 

(2)  Repairs  shall  not  exceed  those 
required  by  local  law  or  the 
requirements  of  the  Secretary  or  the 
Administrator  of  the  Veterans 
Administration  if  the  sale  of  the 
property  is  Ananced  with  a  mortgage 
insured  by  the  Secretary  or  guaranteed, 
insured  or  taken  by  the  Administrator. 

(3)  The  provisions  of  S204.3(^b)  of 
this  chapter  shall  be  followed  by  ffie 
mortgagee  to  avoid  conflicits  of  interest. 
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§206.127  Application  for  insurance 
benefitt. 

(a)  Mortgagee  acquires  title.  (1)  The 
mortgagee  shall  apply  for  the  payment 
of  the  insurance  benefits  within  15  days 
after  the  sale  of  the  property  by  the 
mortgagee.  Application  shall  be  made 
by  notifying  the  Secretary  of  the  sale  of 
the  property,  the  sale  price,  and  income 
and  expenses  incurred  in  connection 
with  the  acquisition,  repair  and  sale  of 
the  property. 

(2)  If  the  property  will  not  be  sold 
within  six  months  from  the  date  die 
mortgagee  acquired  title,  the  mortgagee 
shall,  at  least  15  days  prior  to  the 
expiration  of  the  six  month  period, 
request  the  Secretary  to  cause  another 
appraisal  of  the  property  to  be  made. 
Upon  receipt  of  the  appraisal,  the 
mortgagee  shall  apply  for  the  insurance 
benefits  as  provided  in  paragraph  (a), 
substituting  the  appraised  value  for  the 
sales  price.  The  mortgagee  shall  bear  the 
cost  of  the  appraisal. 

(b)  Party  other  than  the  mortgagee 
acquires  title.  The  mortgagee  shall  apply 
for  the  payment  of  the  insurance 
benefits  within  15  days  after  a  party 
other  than  the  mortgagee  acquires  title 
to  the  property.  Application  shall  be 
made  by  notifying  the  Secretary  of  the 
sale  of  the  property  and  the  sale  price. 

(c)  Mortgagee  assigns  the  mortgage. 
The  mortgagee  shall  file  its  claim  for  the 
payment  of  the  insurance  benefits 
within  15  days  after  the  date  the 
mortgage  is  assigned  for  record  to  the 
Secretary.  The  application  for  the 
payment  of  the  insurance  benefits  shall 
include  the  items  listed  in  §203.351(a]  of 
this  chapter  and  the  certification 
required  under  §203.353  of  this  chapter. 

§206.129  Payment  of  claim. 

(a)  General.  If  the  claim  for  the 
payment  of  the  insurance  benefits  is 
acceptable  to  the  Secretary,  payment 
shall  be  made  in  cash  in  the  amount 
determined  under  this  section. 

(b)  Limit  on  claim  amount.  In  no  case 
may  the  claim  paid  under  this  subpart 
exceed  the  lesser  of  the  appraised  value 
of  the  property  at  the  time  the  mortgage 
was  originated  or  the  maximum  FHA 
claim  amount.  The  interest  allowance  as 
provided  in  subparagraphs  (d)(2](iii), 
(e)(2]  and  (f)(2)  of  this  section,  shall  not 
be  included  in  determining  the  limit  on 
the  claim  amount. 

(c)  Shared  appreciation  mortgages. 
The  term  “accrued  interest"  as  used  in 
this  section  does  not  include  interest 
attributable  to  the  mortgagee’s  share  of 
the  appreciated  value  of  the  property. 

(d)  Amount  of  payment— mortgagee 
acquires  title  oris  unsuccessful  bidder. 
This  paragraph  describes  the  amount  of 
payment  if  the  mortgagee  acquires  title 


by  purchase,  foreclosure,  or  deed  in  lieu 
of  foreclosure,  or  when  a  party  other 
than  the  mortgagee  is  the  successful 
bidder  at  the  foreclosure  sale. 

(1)  The  amount  of  the  claim  shall  be 
computed  by  (i)  totalling  the  amount  of 
principal,  (including  any  accrued 
interest  and  MIP  which  have  been 
added  to  the  principal)  and  any  accrued 
interest  which  has  not  been  added  to  the 
principal  as  of  the  due  date  (defined  in 
the  following  sentence),  and  allowances 
for  items  set  forth  in  paragraph  (d)(2)  of 
this  section,  and  (ii)  subtracting  from 
that  total  the  amount  for  which  the 
property  was  sold  (or  the  appraised 
value  determined  under  §  206.127(a)) 
and  the  items  set  forth  in  paragraph 

(d)(3)  of  this  section. 

“Due  date"  means  the  date  when  the 
mortgagee  notifies  the  Secretary  under 
§  206.27(c)(1)  that  the  mortgage  became 
due  and  payable,  or,  if  applicable,  the 
date  the  Secretary  granted  approval 
under  §  206.27(c)(2)  for  the  mortgage  to 
become  due  and  payable. 

(2)  The  claim  shall  include  the 
following  items; 

(i)  Items  listed  in  §  203.402  (a),  (b),  (c), 
(d),  (e),  (g)  and  (j)  of  this  chapter,  and 

§  204.322(7)  of  tUs  chapter. 

(ii)  Foreclosure  costs  or  costs  of 
acquiring  the  property  actually  paid  by 
the  mortgagee  and  approved  by  the 
Secretary,  in  an  amount  not  in  excess  of 
two-thirds  of  such  costs  or  $75.00, 
whichever  is  the  greater.  Costs  of 
acquiring  the  property  otherwise  than  by 
foreclosure  may  include  an  additional 
amount  not  to  exceed  $200  paid  to  the 
mortgagor  for  the  execution  of  the  deed 
in  lieu  of  foreclosure. 

(iii)  TVn  amount  equal  to  the  interest 
allowance  which  woiild  have  been 
earned,  firom  the  due  date  to  the  date 
when  payment  of  the  claim  is  made,  on 
the  portion  of  the  claim  paid  in  cash,  if 
such  portion  had  been  paid  in 
debentiu'es,  except  that  when  the 
mortgagee  fails  to  meet  any  one  of  the 
applicable  requirements  of  §  §  206.125 
and  206.127  of  this  subpart  within  the 
specified  time,  and  in  a  manner 
satisfactory  to  the  Secretary  (or  within 
such  further  time  as  the  Secretary  may 
approve  in  writing),  the  interest 
allowance  in  such  cash  payment  shall 
be  computed  only  to  the  date  on  which 
the  particular  required  action  should 
have  been  taken  or  to  which  it  was 
extended.  The  provisions  of  §  §  203.405 
through  203.411  of  this  chapter 
pertaining  to  debentures  are  also 
applicable  to  this  Part  206. 

(iv)  Costs  of  appraisal  under 

§  §  206.125  and  206.127  if  not  otherwise 
included  in  the  mortgage  principal. 


(3)  There  shall  be  deducted  from  the 
amount  computed  in  (b)(l)(i): 

(i)  The  items  listed  in  §  203.403  of  this 
chapter,  and 

(ii)  Any  adjustment  for  damage  or 
neglect  to  the  property  pursuant  to 
§§  203.378  and  203.379  of  this  chapter. 

(e)  Amount  of  payment — assigned 
mortgages.  This  paragraph  describes  the 
amount  of  payment  if  the  mortgagee 
assigns  a  mortgage  to  the  Secretary 
under  §  206.107(a)(1)  or  §  206.121(b). 

(1)  When  a  mortgagee  assigns  a 
mortgage  which  is  eligible  for 
assignment  imder  §  206.107(a)(1).  the 
amount  of  payment  shall  be  computed 
by  (i)  totalling  the  lesser  of  the  initial 
appraised  value  of  the  property  or  the 
FHA  maximum  claim  amount,  and 
subtracting  from  the  total  (ii)  the  items 
set  forth  in  § 203.404(b)  of  this  chapter 
and  any  adjustments  for  damage  or 
neglect  to  fte  property  pursuant  to 

§  §  203.378  and  203.379  of  this  chapter. 

(2)  The  claim  shall  also  include  an 
amount  equivalent  to  the  interest 
allowance  which  would  have  been 
earned  on  the  portion  of  the  claim  paid 
in  cash  from  the  date  the  mortgage  was 
assigned  to  the  Secretary  to  the  date  the 
claim  is  paid,  except  that  if  the 
mortgagee  fails  to  meet  any  of  the 
requirements  of  §  206.127(c),  or  §  206.131 
if  applicable,  within  the  specified  time 
and  in  a  manner  satisfactory  to  the 
Secretary  (or  within  such  fiuther  time  as 
the  Secretary  may  approve  in  writing), 
the  interest  allowance  in  the  payment  of 
the  claim  shall  be  computed  only  to  the 
date  on  which  the  particular  required 
action  should  have  been  taken  or  to 
which  it  was  extended.  The  provisions 
of  §  §  203.405  through  203.411  of  this 
chapter  pertaining  to  debentures  are 
also  applicable  to  this  Part  206. 

(3)  When  a  mortgagee  assigns  a 
mortgage  under  §  206.121(b)  after 
demand  by  the  Secretary,  the  mortgagee 
will  not  receive  the  entire  claim 
payment  as  contained  in  subparagraphs 

(e)  (1)  and  (2).  The  amount  of  the  claim 
shall  be  computed  by  (i)  totalling  the 
payments  made  by  the  mortgagee  to  the 
mortgagor  or  for  the  benefit  of  the 
mortgagor  (including  MIP),  and  (ii) 
subtracting  from  the  total  the  items  set 
forth  in  §  203.404(b)  of  this  chapter  and 
any  adjustments  for  damage  or  neglect 
to  the  property  pursuant  to  §§  203.378 
and  203.379  of  this  chapter. 

The  claim  shall  also  be  reduced  by  an 
amoimt  determined  by  the  Secretary  to 
reimburse  the  Secretary  for 
administrative  expenses  incurred  in 
assuming  the  mortgagee's  responsibility 
under  the  mortgagee,  which  may  include 
expenses  for  staff  time.  If  more  than  one 
mortgage  is  assigned  to  the  Secretary, 
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the  administrative  expenses  incurred  for 
all  the  mortgages  assi^ed  shall  be 
allocated  among  the  mortgages  as 
determined  by  the  Secretary.  The  claim 
shall  not  include  accrued  interest 
whether  or  not  it  has  been  included  in 
the  mortgage  principal. 

(f)  Amount  of  payment-mortgagor 
sells  the  property.  This  parag^ph 
describes  the  amouirt  of  payment  if  the 
mortgagor  sells  the  property  to  one  other 
than  the  mortgagee  for  less  than  the 
mortgage  debt,  and  the  mortgagee 
releases  the  mortgage  to  facilitate  the 
sale. 

(1]  The  anrount  of  the  daim  shall  be 
computed  by  (i)  totalling  the  amount  of 
principal  (including  any  accrued  interest 
and  MIP  which  have  been  added  to  the 
principal]  and  any  accrued  interest 
which  has  not  been  added  to  the 
principal  on  the  date  the  deed  is 
recorded,  and  allowances  for  items  set 
forth  in  paragraphs  (dK2]  fr)  and  (iv)  as 
applicable,  arnd  (ii)  subtracting  from  the 
total  thenetproceeds  of  die  sale  paid  to 
the  mortgagee  and  the  items  set  forth  in 
paragraph  (d)(3)  of  this  section. 

(2)  T!i»  claim  shall  also  include  an 
amoimt  equivalent  to  the  interest 
allowance  which  would  have  been 
earned  from  the  date  the  deed  is 
recorded  to  the  date  when  payment  of 
the  claim  is  made,  on  the  portion  of  the 
claim  paid  in  cash,  if  such  portion  had 
been  paid  in  debentures,  except  that 
when  the  mortgagee  fails  to  meet  any  of 
the  applicable  requirements  of 

§§  206.125  and  206.127  within  the 
specified  time  (or  within  such  further 
time  as  the  Secretary  may  approve  in 
writing),  and  in  a  manner  satisfactory  to 
the  Secretary,  the  interest  allowance  in 
such  cash  payment  shall  be  computed 
only  to  the  date  on  which  the  particular 
action  should  have  been  taken  or  to 
which  it  was  extended.  The  provisions 
of  §§  203.405  throu^  203.411  of  this 
chapter  pertaining  to  debentures  are 
also  applicable  to  this  Part  206. 

Condomumims 

§206.131  Contract  lights  and  obUgations 
for  mortgages  on  individual  dwetHng  units 
in  a  condominium. 

(a)  Additional  requirements.  The 
requirements  of  diis  subpart  shall  be 
applicable  to  mortgages  on  individual 
dwelling  units  in  a  condominium,  except 
as  modified  by  this  section. 

(b)  References.  The  term  “property” 
as  used  in  this  subpart  shall  be 
construed  to  indude  the  individual 
dwelling  imit  and  the  undivided  interest 
in  the  common  areas  and  facilities  as 
may  be  designated. 

(c)  Assignment  of  the  mortgage.  If  the 
mortgagee  assigns  the  mortgage  on  the 


individi^  dwelling  unit  to  the 
Secretary,  the  mortgagee  shall  certify: 

(1)  To  any  changes  ki  the  plan  of 
apartment  ownership  inducing  the 
administration,  of  the  property: 

(2)  That  as  of  the  date  the  assignment 
is  filed  for  record,  the  family  unit  is 
assessed  and  subject  to  assessment  for 
taxes  pertaining  only  to  that  unit;  and 

(3)  To  the  conditions  of  the  property 
as  of  the  date  the  assignment  is  filed  for 
record.  Section  234.275  of  this  chapter  is 
incorporated  by  reference. 

(d)  Condition  of  the  multifamily 
structure.  The  provisions  of  §  234.270  (a) 
and  (b)  of  this  chapter  shall  be 
applicable  to  mortgages  involved  under 
this  part  which  are  assigned  to  the 
Secretary. 

Termination  of  Insurance  Contract 

§  206.133  Termination  of  insurance 
contract 

(a)  Payment  of  the  mortgage.  The 
contract  of  insurance  shall  be 
terminated  if  the  mortgage  is  paid  in  full. 

(b)  Acquisition  of  title.  If  the 
mortgagee  or  a  party  other  than  the 
mortgagee  acquires  title  at  a  foreclosure 
sale,  or  the  mortgagee  acquires  title  by  a 
deed  in  lieu  of  foredosure,  and  the 
mortgagee  notifies  the  Secretary  that  a 
claim  for  the  payment  of  the  insurance 
ben^ts  will  not  be  presented,  the 
contract  of  insurance  shall  be 
terminated. 

(c)  Mortgagee  fails  to  make  payments. 
If  the  mortg^ee  fails  to  make  the 
payments  to  the  mortgagw  as  required 
under  the  mortgage,  and  does  not 
reimburse  the  Secretary  or  assign  the 
mortgage  to  the  Secretary  withfo  30 
days  from  the  request  by  the  Secretary 
for  assignment  or  such  ^ditional  time 
as  the  Secretary  authorizes  in  writing, 
the  contract  of  insurance  shall 
automatically  terminate. 

(d)  Notice  (rf  termination.  The 
mortgagee  shall  give  writtmi  notice  to 
the  Secretary  widiin  15  days  of  the 
occiurence  of  an  event  imder 
paragraphs  (a)  and  (b)  of  this  section. 

No  contract  of  insurance  shall  be 
terminated  under  paragraphs  (a)  or  (b) 
unless  such  notice  is  given. 

(e)  Voluntary  termination.  The 
mortgagor  and  the  mortgagee  may 
jointly  request  the  Secretary  to  aj^rove 
the  voluntary  tennination  of  the 
mortgage  insurance  contract.  Prior  to 
approval  the  Secretary  shall  make 
certain  that  die  mmtgagor  is  aware  of 
the  consequences  which  could  arise  out 
of  the  voluntary  termmatkm  of  the 
insurance  contract  The  provisions  of 

§  203.295  of  this  chapter  shall  apply 
when  a  contract  of  insurance  un^  this 
part  is  voluntarily  terminated. 


(f)  Effect  of  terminatioB.  Up^ 
termination  of  the  contract  of  insurance, 
the  obHgatioa  to  pay  any  subsequent 
MIP  ah^  cease  ^ad  all  rights  of  the 
mortgagor  and  mortgagee  shaU  be 
terminated  except  as  otherwise 
provided  in  this  part. 

Subpart  O^-Serviclng  ResponaibiUttes 

§  206.201  Mortgage  servicing  generally; 
sanctions. 

(a)  General.  This  subpart  identifies 
servicing  practices  that  the  Secretary 
considers  acceptable  mortgage  servicing 
practices  of  lending  institutions 
servicing  mortgages  insured  by  the 
Secretary.  Failure  to  comply  with  this 
subpart  shall  not  be  a  basis  for  denial  of 
the  insurance  benefits,  but  a  pattern  of 
refusal  or  failure  to  comply  will  be  cause 
for  withdrawal  of  HUD’s  approval  for  a 
mortgagee. 

(b)  Importance  of  timely  payments. 

The  paramoiint  servicing  responsibility 
is  the  need  to  make  timely  payments  in 
full  as  required  by  the  mortgage.  Any 
failure  of  a  mortgagee  to  make  all 
payments  required  by  the  mortgage  in  a 
timely  manner  will  be  grounds  for 
administrative  sanctions  authorized  by 
regulations,  including  24  CFR  Part  24 
(Debarment,  Suspension  and  Limited 
Denial  of  Participation),  and  24  CFR  Part 
25  (Mortgagee  Review  Board). 

(c)  Responsibility  for  servicing.  The 
provisions  of  §  203.502  of  this  chapter 
pertaining  to  the  responsibility  for 
servicing  shall  apply,  to  mortgages 
insured  under  this  part,  except  that 
references  in  that  section  to  payments 
by  a  mortgagor  shall  mean  payments  to 
the  mortgagor. 

§  206.203  Annual  dtsdoeure,  providing 
information. 

(a)  Annual  disclosure.  The  mortgagee 
shall  provide  to  the  mortgagor  an  annual 
statement  regarding  tbe  activity  of  the 
mortgage  for  each  calendar  year.  The 
statement  shall  summarize  the  total 
principal  amount  for  the  year  which  has 
been  paid  to  the  mortgagor  under  the 
mortgage  (including  the  MIP  paid  to  the 
Secretary  and  charged  to  the  mortgagor), 
the  total  amount  of  interest  paid  or 
accrued  for  the  year,  and  the  total 
outstanding  mortgage  balance.  If  the 
mortgagor  has  elected  to  have  the 
mortgagee  escrow  funds  pursuant  to 
§  206.205(a),  the  mortgagee  shall  include 
an  accounting  of  all  payments  into  and 
from  the  escrow  account  and  the 
remaining  balance  oi  the  account  for  the 
year.  The  statement  shall  be  provided  to 
the  nufftgagof  no  later  than  January  31 
for  each  preceding  year  untd  the 
mortgage  is  paid  ia  full  by  the 
mortgagor. 
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(b)  Information.  The  provisions  of 
fi  203.508  (a)  and  (b)  of  this  chapter  shall 
also  be  applicable  to  mortgages  insured 
imder  this  part.  The  mortgages,  as  part 
of  the  information  required  under 
§  203.508(b)  of  this  chapter,  shall 
provide  the  mortgagor  with  the  name  of 
the  mortgagee’s  employee  who  has  been 
specifically  designated  to  respond  to 
inquiries  concerning  mortgages  insured 
under  this  part 

8206.^5  Election  to  UM  an  escrow 
account 

(a)  Election — tenure  and  term 
mortgages.  A  mortgagor  may  elect  to 
require  the  mortgagee  to  pay  taxes, 
groimd  rents,  flood  and  haz^ 
insurance  premiums,  and  assessments 
from  monthly  payments  under  the 
mortgage.  This  option  shall  not  be 
applicable  to  mortgagors  with  line  of 
credit  mortgages.  If  the  mortgcigor  elects 
payment  by  the  mortgagee,  the 
mortgagee  shall  establish  one  or  more 
escrow  accounts  for  payment  of  such 
items,  and  the  amounts  escrowed  shall 
be  deducted  from  monthly  payments.  If 
the  mortgagor  does  not  elert  payment  by 
the  mortgagee,  the  mortgagor  shall  pay 
such  items  in  a  timely  manner. 

(b)  Mortgagee’s  responsibilities.  The 
provisions  of  8  203.550  (a),  (b),  and  (c)  of 
this  chapter  pertaining  to  escrow 
accounts  sh^  also  be  applicable  to 
mortgages  insured  under  this  part 

(c)  Mortgagor’s  failure  to  make 
payments.  If  the  mortgagor  fails  to  make 


timely  payments  of  taxes,  groimd  rents, 
flood  and  haz€utl  insurance  premiums  or 
assessments,  and  has  not  elected  to 
have  the  mortgagee  make  the  payments, 
the  mortgagee  may  make  the  payment 
for  the  mortgagor  and  charge  the 
mortgagor's  account  If  a  pattern  of 
missed  payments  occurs,  the  mortgagee 
may  establish  one  or  more  escrow 
accounts  for  the  mortgagor  as  if  the 
mortgagor  had  made  Ae  election  under 
this  section. 

(d)  Line  of  credit  mortgages. 
Mortgagors  with  line  of  cr^t  mortgages 
shall  pay  taxes,  ground  rents,  flood  and 
hazaM  insurance  premiums  and 
assessments,  in  a  timely  manner.  The 
mortgagee  may  make  a  payment  for  the 
mortgagor  and  charge  the  mortgagor’s 
account  if  a  payment  is  not  made  in  a 
timely  manner. 

(e)  Escrow-assignment  of  mortgage  to 
the  Secretary.  If  the  mortgage  is 
assigned  to  Ae  Secretary  under 

8  206.107(c)(1)  or  8  206.121(b),  the 
Secretary  may  elect  not  to  maintain  an 
escrow  accoimt  for  the  mortgagor  and  to 
require  the  mortgagor  to  pay  taxes, 
ground  rents,  flood  and  hazard 
insurance  premiums  and  assessments  in 
a  timely  manner. 

8206.207  Allowable  charges  and  fees 
after  endorsement 

The  mortgagee  may  collect  reasonable 
and  customary  charges  and  fees  from 
the  mortgagor  after  insurance 
endorsement  by  adding  them  to  the 


mortgage  debt  but  only  for  items  listed 
in  8  203.552(a)  (6),  (9),  (11),  and  (13)  of 
this  chapter,  or  as  authorized  by  the 
Secretary  under  8  203.552(a)(12)  of  this 
chapter.  The  mortgagee  may  charge  a 
fee  for  starting  and  stopping  tenure 
mortgage  payments  under  8  206.29(b). 

8206.209  Prepayment 

(a)  No  charge  or  penalty.  The 
mortgagor  may  prepay  in  full  or  in  part  a 
mortgage  insured  under  this  part 
without  charge  or  penalty. 

(b)  Tenure  or  term  mortgage.  A  tenure 
or  a  term  mortgage  may  be  prepaid  at 
any  time  and  the  provisions  of  8  203.558 
(a),  (c),  (d),  and  (e)  of  this  chapter  shall 
be  followed  in  handling  a  prepayment  of 
such  a  mortgage  insured  under  this  part, 
except  that  the  term  “installment  due 
date’’  shall  mean  the  date  of  payments 
to  the  mortgagor  instead  of  payments  by 
the  mortgagor. 

(c)  Line  of  credit  mortgage.  A  line  of 
cr^it  mortgage  may  be  prepaid  after 
giving  two  weeks  notice  to  the 
mortgagee.  If  the  mortgagee  accepts  the 
prepayment  without  two  weeks  notice, 
interest  may  be  charged  on  the  prepaid 
amount  for  a  two-week  period  after  the 
date  of  notice.  Otherwise,  no  interest 
shall  be  charged  on  the  prepaid  amount 
after  the  date  of  prepayment. 

Dated:  September  21, 1988. 

Samuel  R.  Pierce,  )r.. 

Secretary. 
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